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WE ARE RESPONDING to market realities by
improving efficiency and exercising prudent, ethical

financial management.

WE ARE FOCUSED ON delivering continued positive

results to our shareholders and customers.

WE ARE STRENGTHENING our portfolio of financial
solutions to meet the immediate and long range
financial needs of our valued customers.

WE ARE PURSUING sustained growth.

WE ARE POSITIONED for the long run.

Now.




Years ended December 31,

In thousands, except per share amounts and percentages

INCOME STATEMENT SUMMARY

Interest income

Interest expense

Net interest income

Provision for loan losses

Other income

Other expense

Income before income taxes

Income tax provision

NET INCOME

Basic earnings per

Diluted earnings per share

FINANCIAL POSITION

Total loans, gross
Total assets

Total deposits

Shareholders’ equity

Book value per share

SELECTED RATIOS

Return on average

Return on average

Return on beginning shareholders’ equity

Net interest margin

CENTENNIAL

B ANCORYP

2002 2001 2000 1999
$ 14,494 $ 10,804 $ 7,989 $ 5976
2,377 2,694 2,331 1,586
12,117 8,110 5,658 4,390
477 411 630 225
2,424 1,993 2,041 1,035
11,556 8,070 5,690 4,152
2,508 1,622 1,379 1,048
802 575 472 319
1,706 1,047 907 729
share $1.42 $1.12 $1.23 $.96
1.41 1.1 1.16 .89
$ 143,454 $ 127,560 $ 60,026 $ 53,188
207,858 198,026 94,111 76,007
183,188 174,328 86,381 69,140
17,193 15,272 6,870 6,328
14.29 13.34 9.92 9.35
assets .83% T7% 1.07% 1.10%
equity 10.47% 10.20% 13.74% 12.01%
11.17% 15.24% 14.33% 12.53%
6.75% 6.84% 7.57% 6.96%
1998 1999 2000 2001 2002
1706
NET EARNINGS
in thousands
1047
907
729
627 [

Complete financial information is contained in the 10-KSB included herewith.

1998

$ 5,039
1,694
3,345

50
977
3,452
820
193
827

$ .85
78

$ 41,027
69,594
63,325

5,818
8.72

98%
11.43%
12.17%

5.91%
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1998 1999

2000

2001

2002

198.0

207.8

94.1

4

TOTAL ASSETS

FCEN

in millions

SHAREHOLDERS

200 2 was ayear of challenge, accomplishment, controlled
expansion, and record profitability. In the midst of a ques-
tionable economy, an uncertain stock market, an additional
50 basis point reduction in interest rates (folliowing 11 “cuts”
totaling 475 basis points in 2001), and an array of corporate
scandals, your Company went quietly on doing what it does,
and doing it well.

EARNINGS & GROWTH: 2002 earnings were the
highest in the Company’s 12-year history. Net income for the
twelve months ended December 31, 2002, totaled $1,706,000,

up 63 percent from $1,047,000 in 2001. Basic earnings per  1im Walbridge, President and C.E.(

share for 2002 were $1.42 compared with $1.12 for 2001.

This was accomplished with a relatively modest increase in total assets of 5% or $10 million,
from $198 million at December 31, 2001 to $208 million at December 31, 2002. Total gross
loans increased $16 million or 13%, while total deposits increased 5% or $9 million.

In addition, we repositioned more of our assets out of lower-yielding investments into higher
yielding loans. Dominant in the loan growth category was our emphasis on affordable housing
in and around the market areas we serve. This included brokered residential real estate loans
as well as construction lending activities, predominantly residential in nature. Total R.E./Con-
struction activity in 2001 was $64 million; production in 2002 totaled $132 million, with $30 mil-
lion of that production coming from Palomar. Because this line of business is fee driven and,
in the construction lending arena, shorter term in nature, we were able to significantly increase
our income while maintaining a relatively stable asset and loan base.

As you recall, in August 2001, we acquired Palomar Community Bank (“Palomar”) in Escon-
dido, nearly doubling the Company’s assets. Consequently, 2002 was not a year focused
on increased assets, but on blending the two corporate cultures and philosophies, identify-
ing the best products and services, and implementing an incentive-driven sales culture to
capitalize on the assets we already had. |t worked. Through increased staffing at Palomar
with seasoned Commercial Lenders, as well as expanding our Homeowners Association
("HOA”) Banking Division, and R.E./Construction lending activities, Palomar was accretive
to earnings during 2002.

Finally, we continue to focus our efforts on income streams less dependent on spread (the
difference between “what we earn on loans and securities and what we pay for deposits”) in
order to mitigate the impact to earnings in a declining interest rate environment. Recurring
non-interest income (fees, gain on sale proceeds, etc.) for 2000, 2001 and 2002 totaled $1.1
million, $1.9 million, and $2.5 million, respectively. We will continue to strive to increase both
the dollar and percentage contribution of non-interest income to your Company’s earnings.




EXPANSION: Our Commercial Lending Group/Small Business Administration Group has
increased its business development force from 2 to 8 business development officers (BDO’s),
and has expanded its area of operations to include Flagstaff, Arizona, Salt Lake City, Utah, Sacra-
mento, and the Central Valley. Finding the “right people” with the “right connections” in the “right
locations” is key to expanding this important non-interest income component of our earnings.

Effective March 2003, we opened a new office in Palm Desert at the
intersection of Washington Street and Fred Waring Drive, temporarily
located in a modular unit pending construction of a two-story office
building on the same site. We were already active in the low desert
with both HOA and R.E./Construction lending activities. We believe
that the low desert provides a natural extension to our operations,
provides significant deposit gathering potential, additional lending and
non-interest income opportunities, and an ideal headguarters for our
expanding Wealth Strategies Group.

Upon build-out, we will be relocating our Wealth Strategies Group
to our Palm Desert location. We are in the process of interviewing
and identifying resident financial planners and/or investment advi-
sors to staff each of our four (4) locations. |t is anticipated that this
process will be completed during the third quarter of 2003.

Finally, we have aligned ourselves with a number of equipment
finance and/or leasing entities that provide needed expertise

atrick J. Meyer, Chairman of the Board  and who, in turn, structure the repayment such that any potential

residual risk to the bank at the end of a leasing contract is elimi-
nated. This has provided us with the opportunity to expand our commercial lending products and
services, maintain an earning asset on our books, diversify our portfolio from a R.E./Construction
concentration standpoint, and provide additional commercial lending opportunities to our new equip-
ment finance and/or leasing customers.

NEW APPROACHES TO “OLD FASHIONED” BUSINESS: We remain committed
to our Mission Statement: “...developing financial partnerships with new ideas and old fashioned
customer service”, and continue to focus our efforts, energies and strategies towards profitability,
constructive growth, effective risk management, and the ultimate enhancement of shareholder value.

With an increasingly competitive marketplace, we must remain “a step ahead” of our peers in so-
phistication and utilization of appropriate resources in order to maximize our effectiveness, profit-
ability, and resultant shareholder worth.

With that in mind, effective January 2003, we implemented a professional, bank-wide sales training
program and are in the process of implementation and training on a new, state-of-the-art computer
software program which will provide us with the technical capabilities to tier accounts, input busi-
ness development call report data, track business development efforts, and provide notifications
and needed management reports.

We're asking them to sell...we're always asking them to sell...we’re a sales driven organization.
However, at the same time, we're providing the training and technical support 10 enhance their
individual and collective efficiencies.

1998

1999

2000

2001

2002

§3.3

69.1

T

86.4

183.2

174.3

1998

DEPOSIT GROWTH

in millions

1898

2000

2001

2002

41.0

53.2

60.0

143.5

e[

LOAN GROWTH

in millions
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mission

We remain committed to
our Mission Statement:
“...developing
financial partnerships
with new ideas
and old fashioned
customer service”
and continue to focus
our efforts, energies and
strategies towards
profitability, constructive
growth, effective risk
management, and the
ultimate enhancement

of shareholder value.

NAME CHANGE:

Effective the first quarter of 2003, your Company changed its name
from “Centennial First Financial Services” to “1st Centennial Bancorp” to more closely mirror the
new name of the Bank. Also effective the first quarter of 2003, RCB and Palomar changed their
names to “1st Centennial Bank”. The Executive Management of your Company, as well as its
Board of Directors, believes that one name in all locations increases the franchise value of your
Company, provides a consistent identity, and more effectively “crosses” county lines/boundaries,
and even State borders.

EXECUTIVE MANAGEMENT: Your Executive Management Team includes Beth
Sanders, EVP/Chief Financial Officer, whose responsibilities include accounting, finance, regu-
latory reporting, shareholder relations, and human resources. Rick Sanborn, formerly President
of Palomar, was recently promoted to EVP/Branch Administrator over all of our Regional Offices.
Thomas Vessey, EVP/Chief Credit Administrator, joined our team in March 2002, bringing with
him over 30 years experience in banking, including Chief Credit Administrator for a $1.2 billion
California-based bank. Finally, Suzanne Dondanville was recently promoted to EVP/Chief Oper-
ating Officer, with responsibilities for information technologies, marketing, operations administra-
tion and related regulatory matters.

Our reorganized Executive Management Team can provide the necessary administrative sup-
port and expertise to “take your Company” wherever our opportunities and constructive efforts
allow, without any additional senior-level staffing.

CORPORATE GOVERNANCE: The corporate abuses and scandals that have rocked
our nation during 2002, are as alarming and disturbing to honest, hard working business profes-
sionals (like those working for your Company), as they are to investors and individuals alike. |
pledge to you that the Executive and Senior Management of your Company, as welt as its Board
of Directors, are committed to the highest level of personal and corporate honesty and integrity.
Compliance with increased regulatory corporate governance requirements, does not require any
meaningful challenges or changes. We're already there.

A STRONG FOUNDATION, AN EXCITING FUTURE: Looking ahead, we
remain very optimistic about 2003. As the year unfolds, no doubt it will present unique and
unexpected opportunities. We are prepared for those opportunities. We are well-positioned
from a geographic diversification, product and service “mix”, Executive and Senior Management
staffing, and corporate culture standpoint, to take your Company “to the next level and beyond.”
We've enhanced and expanded what we were already doing effectively, added products and
services, expanded our marketplaces, provided the support and training to maximize success,
and continue to focus on quality earnings and growth, and enhanced shareholder value. We
do this in a positive working environment that recognizes and rewards talent, loyalty, creativity,
dedication and resuits.

We thank you for your confidence and support.

Sincerely,
Patrick J. Meyer Tim Walbridge
Chairman of the Board President and C.E.O.
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xecutive Management thal the Company’s regional and geographic expansion war-

ranted the changing of the name “Rediands Centennial Bank™ and “Palemar Community Bank, a Division of Redlands Centennial Bank™ to ane name
in all geographic markets. This change capitalizes on the franchise value gained with a consistent identity, and further enhances the Company’s

recognition as a growing, multi-county financial services institution.

* In March 2003, it was decided by the Board of Directors and |
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Years Ended December 31, 2002 and 2001

Dollar amount in thousands

| CONSOLIDATED STATEMENTS OF CONDITION

2002 2001
ASSETS
Cash and due from banks $ 12,010 $ 10,040
Federal funds sold 2,010 7,503
Total cash and cash equivalents 14,020 17,543
Interest-bearing deposits in financial institutions 5,151 5,954
Investment securities, available for sale 32,822 34,014
Federal Home Loan Bank stock 329 396
Loans, net 141,112 125,695
Accrued interest receivable 673 932
Premises and equipment, net 2,626 2,647
Goodwill 4,180 4,180
Cash surrender value of life insurance 5,926 3,213
Other assets 1,019 3,452
Total assets $ 207,858 $ 198,026
LIABILITIES
Deposits:
Neninterest-bearing $ 53,896 $ 41,413
Interest-bearing and money market accounts 48,985 52,232
Savings 17,676 17,340
Time deposits $100,000 or greater 34,575 29,435
Other time deposits 28,056 33,908
Total deposits 183,188 174,328
Accrued interest payable 264 223
Long-term debt -- 3,500
Other liabilities 1,213 4,703
Redeemable preferred securities of subsidiary trust holding
solely junior subordinated debentures 6,000 --
Total liabilities $ 190,665 $ 182,754
STOCKHOLDERS' EQUITY
Common stock, no par value; authorized 10,000,000 shares,
issued and outstanding 1,202,517 and 1,144,440 shares
at December 31, 2002 and 2001, respectively 13,913 12,964
Retained earnings 2,957 2,196
Accumulated other comprehensive income 323 112
Total stockholders’ equity 17,193 15,272
Total liabilities and stockholders’ equity $ 207,858 $ 108,026

Complete financial information is contained in the 10-KSB included herewith,




Years Ended December 31, 2002, 2001 and 2000

Dollar amount in thousands

| CONSOLIDATED STATEMENTS OF EARNINGS

2002 2001 2000
Interest income:
Interest and fees on loans $ 12,586 9,201 6,901
Deposits in financial institutions 220 298 219
Federal funds sold 152 385 454
Investments 1,536 920 415
Total interest income 14,494 10,804 7,989
Interest expense:
Demand and savings deposits 438 829 908
Time deposits $100,000 or greater 936 980 727
Other time deposits 673 806 650
Interest on borrowed funds 330 79 46
Total interest expense 2,377 2,694 2,331
Net interest income 12,117 8,110 5,658
Provision for loan losses 477 411 630
Net interest income after provision for loan losses 11,640 7,699 5,028
Other income:
Customer service fees 1,417 1,385 757
Gain from sale of loans 547 413 277
Gain from sale of investment securities -- 16 11
Gain from sale of investment in Bancdata Solutions, Inc. -- -- 906
Other income 460 179 90
Total other income 2,424 1,993 2,041
Other expenses:
Salaries and wages 4,769 3,630 2,196
Employee benefits 1,285 735 696
Net occupancy expense 1,394 1,100 517
Other operating expense 4,108 2,605 2,281
Total other expenses 11,556 8,070 5,690
Income before provision for income taxes 2,508 1,622 1,379
Provision for income taxes 802 575 472
Net income $ 1,706 1,047 907
Basic earnings per share $ 1.42 1.12 1.23
Diluted earnings per share $ 1.41 1.1 1.16

Complete financial information is contained in the 10-KSB included herewith.
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Years Ended December 31, 2002, 2001 and 2000

Dollar amount in thousands

| CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Accumulated
Other

Common Retained Comprehensive
Stock Earnings Income (Loss) Total
BALANCE, DECEMBER 31, 1999 $ 5,368 $ 1,165 $ (205) $ 6,328
Comprehensive income:
Net income -- 907 -- 907
Change in net unrealized gain (loss)
on investment securities available
for sale, after tax effects -- -- 163 163
Total comprehensive income 1,070
Cash and stock dividends 547 (618) -- (71)
Exercise of stock options, including
tax benefit 194 -- -- 194
Purchase and retirement of
common stock and stock options (381) (270) -- (651)
BALANCE, DECEMBER 31, 2000 5,728 1,184 (42) 6,870
Comprehensive income:
Net income -- 1,047 -- 1,047
Change in net unrealized gain on
investment securities available
for sale, after tax effects -- -- 154 154
Total comprehensive income 1,201
Cash dividends -- (35) -- (35)
Exercise of stock options, including
tax benefit 183 -- -- 183
Purchase and retirement of
common stock 7,053 -- -- 7,053
BALANCE, DECEMBER 31, 2001 12,964 2,196 112 15,272
Comprehensive income:
Net income -- 1,706 -- 1,706
Change in net unrealized gain on
investment securities available
for sale, after tax effects -- -- 211 211
Total comprehensive income 1,917
Stock dividend 942 (942) -- --
Cash paid in lieu of fractional shares -- (3) -- (3)
Exercise of stock options, including tax benefit 7 -- -- 7
BALANCE, DECEMBER 31, 2002 $ 13,913 $ 2,957 $ 323 $17,193

Complete financial information is contained in the 10-KSB included herewith.
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| EXECUTIVE OFFICERS

| MANAGEMENT TEAM

ADMINISTRATION
Beverly Gunn
Senior Vice President & Compliance Officer

Roy Trachsel
Senior Vice President & Cashier

Sheri Passerino
Vice President / Human Relations

Susie Fierro
Vice President / Operations Administration

Sally Flanders

Corporate Secretary &
Executive Administrative Assistant

12 FCEN

REAL ESTATE & CONSTRUCTION
DIVISION

Cliff Schoonover

Senior Vice President & Manager

REDLANDS

Inland Empire Regional Office

Wayne Stair

Vice President & Regional Manager

BREA

Orange County Regional Office

David Pilliod

Vice President & Regional Manager

ESCONDIDO

San Diego Regional Office

Hart Semrau

Vice President & Regional Manager

Top row, left to right
RICHARD M. SANBORN

Executive Vice President
& Branch Administrator

TIMOTHY P. WALBRIDGE
President & Chief Executive Officer

Second row, lefi to right

THOMAS VESSEY
Executive Vice President
& Chief Lending Officer

SUZANNE A. DONDANVILLE
Executive Vice President
& Chief Operating Officer

BETH SANDERS
Executive Vice President
& Chief Financial Officer

PALM DESERT

Desert Regional Office

J.D. Hendrickson

Vice President & Regional Manager

CCMMERCIAL LENDING GROUP
John Drake
Senior Vice President & Manager

HOMEOWNERS ASSOCIATION
BANKING DiVISION

Ken Carteron

Vice President & Manager



BOARD OF DIRECTORS

PATRICK J. MEYER
Chairman of the Board
Owner, Urban Environs

TIMOTHY P. WALBRIDGE
President & Chief Executive Officer

BRUCE J. BARTELLS
Vice Chairman of the Board
CEQ, Wilden Pump

& Engineering

RONALD J. JEFFREY
Contractor, Tri-City Acoustics, Inc.

RICHARD M. SANBORN
E.V.P. Branch Administrator

DOUGLAS F. WELEBIR
Attorney at Law
Welebir and McCune

CAROLE H. BESWICK
Partner, Paper Partners

LARRY JACINTO
President,
Larry Jacinto Construction

STAN C. WEISSER
Retired, CEO,
Network Pharmaceuticals

WILLIAM A. McCALMON
Financial Planner
RPM Insurance & Financial Services

IRVING M. “Bud” FELDKAMP Tl
President/Owner
Hospitality Dental Associates

JAMES R. APPLETON, PhD.
President, University of Redlands

FCEN
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BRANCH AND DIVISION LOCATIONS

1st Centennial Wealth Strategies Group
a Division of 1st Centennial Bank

Elizabeth Kulbin

Vice President & Financial Services Manager
(909) 793-7443

NOT FDIC INSURED, NO BANK GUARANTEE,
MAY LOSE VALUE, NOT A DEPOSIT,
NOT INSURED BY ANY FEDERAL AGENCY

Securities are offerad through Linsco/Private Ledger, Member NASD/
SIPC. 1st Gentennial Bank is not affiliated with Linsco/Private Ledger

FCEN

ist CENTENNIAL BANCORP
Administrative Offices

218 E. State Street

Redlands, CA 92373

(909) 798-3611 (888) 673-3236
(909) 798-1872 fax

www.1stcent.com
email: 1stcent@1stcent.com

1st CENTENNIAL BANK
Branches and Divisions

REDLANDS

Inland Empire Regional Office
218 E. State Street

Redlands, CA 92373

(909) 798-3611 (888) 673-3236

BREA

Orange County Regional Office
10 Pointe Drive

Brea, CA 92821

(714) 990-8862

ESCONDIDO

San Diego Regional Office

355 West Grand Avenue
Escondido, CA 92025

(760) 745-9370 (800) 745-9190

PALM DESERT

Desert Regional Office

77-900 Fred Waring Drive, Suite 100
Palm Desert, CA 92211

(760) 674-9260

BUSINESS MANAGER DIVISION
101 East Redlands Blvd., Suite 106
Redlands, CA 92373

{909) 335-2550

COMMERCIAL LENDING GROUP
3 Pointe Drive, Suite 201

Brea, CA 92821

(714) 672-0047 (888) 722-4011

HOMEOWNERS ASSOCIATION BANKING DiVISION
355 West Grand Avenue

Escondido, CA 92025

(760) 745-9370

(800) 745-9190

REAL ESTATE / CONSTRUCTION DIVISION
101 E. Redlands Blvd., Suite 106
Redlands, CA 92372

(909) 798-4861 (800) 430-7554

Member b f-*
FDIC WPLWWS STAR



.~ UNITED STATES |
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20006

FORM 18-KSB

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2002
Commission file number: 000-29105

1T CENTENNIAL BANCORP

(Name of Small Business Issuer as specified in its charter)

California 91-1995265
(State of Incorporation) (LR.S. Employer Identification Number)
218 East State Street
Redlands, Califernia 92373
(Address of Principal Executive Offices) (Zip Code)

Issuer's telephone number, including area code: {909) 798-3611
Securities registered pursuant to Section 12(b) of the Act: None
Securities registered pursuant to Section 12(g) of the Act: Commen Stock, No Par Value

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes® No
Check if there is no disclosure of delinquent filers pursuant to Item 405 of Regulation S-B is contained herein, and
no disclosure will be contained, to the best of registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-KSB or any amendment to this Form 10-KSB. O

The registrant’s revenues for its most recent fiscal year were $16,918,000.

As of March 10, 2003, the aggregate market value of the voting stock held by non-affiliates of the registrant was
approximately $21.1 million (as quoted by Yahoo! at $22.50 per share).

The number of shares of Common Stock of the registrant outstanding as of March 10, 2003 was 1,262,505.
Documents Incorporated by Reference: Portions of the definitive proxy statement for the 2003 Annual Meeting of

Shareholders to be filed with the United States Securities and Exchange Commission pursuant to SEC Regulation
14A are incorporated by reference in Part I1I, Items 9-12.
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ITEM 1. BUSINESS

General
1* Centennial Bancorp

1*' Centennial Bancorp (formerly Centennial First Financial Services) is a California corporation registered as a bank
holding company under the Bank Holding Company Act of 1956, and is headquartered in Redlands, California. We
were incorporated in August 1999 and acquired 100% of the outstanding shares of 1% Centennial Bank (formerly
Redlands Centennial Bank) in December 1999. Our principal offices are located at 218 East State Street, Redlands,
California. Our telephone number is (909) 798-3611, and our website address is www.Istcent.com. In August 2001,
we acquired Palomar Community Bank in Escondido, California. Palomar Community Bank was formerly a savings
and loan association which converted to a state-chartered commercial bank in November 1999. In May 2002, Palomar
Community Bank was merged into 1¥ Centennial Bank, so that our principal subsidiary is now 1* Centennial Bank.
Our only other subsidiary is Centennial Capital Trust I, which was formed in July 2002 solely to facilitate the issuance
of capital trust pass-through securities. 1% Centennial Bancorp exists primarily for the purpose of holding the stock of
1" Centennial Bank and of such other subsidiaries as it may acquire or establish.

We have grown significantly in the past few years, with our assets increasing from $94.1 million at December 31,
2000, to $198.0 million at December 31, 2001, and to $207.9 million at December 31, 2002. Our significant growth in
2001 was primarily the result of our acquisition of Palomar Community Bank in August 2001, which increased our
assets by $79.0 million. The additional increase in our assets in 2001 and 2002 was due to internally generated
growth.

1* Centennial Bank

I* Centennial Bank is an independent California state-chartered bank which commenced operations in 1990. In
addition to our main office and corporate headquarters in Redlands, in San Bernardino County, California, we operate
three full-service branch offices in southern California, one in Escondido, in San Diego County, one in Palm Desert, in
Riverside County, and one in Brea, in Orange County. We also operate a Real Estate & Construction Loan Division in
Redlands, and two Southern California-based loan productions offices, located in Brea and Santa Ana, both in Orange
County. Finally, we have loan production offices, specific to commercial real estate conduit sales and SBA
government-guaranteed lending, located in Salt Lake City, Utah, and Flagstaff, Arizona.

Our lending activity is concentrated primarily in real estate loans (including construction and morigage loans), which
constituted 68.0% of our loan portfolio as of December 31, 2002, and commercial loans, which constituted 26.5% of
our loan portfolio as of December 31, 2002,

Our deposit accounts are insured under the Federal Deposit Insurance Act up to applicable limits, and subject to
regulations by that federal agency and to periodic examinations of its operations and compliance by the FDIC and the
California Department of Financial Institutions. Like most state-chartered banks of our size in California, we are not a
member of the Federal Reserve System. We are a member of the Federal Home Loan Bank. See “ — Regulation and
Supervision.”

We are a community-oriented bank, offering our customers a wide variety of personal, consumer and commercial
services expected of a locally managed, independently operated bank. Our full-service offices are all located in
business areas adjacent to developed and/or developing retail and consumer customer marketplaces. While our
primary focus is on commercial lending and residential construction in and around the areas we serve, we also offer a
wide range of loan and deposit banking products and services to local consumers. We provide a broad range of
deposit instruments and general banking services, including checking, savings, and money market accounts; time
certificates of deposit for both business and personal accounts; telebanking (banking by phone); courier services; and
internet banking, including account management, inter-bank and intra-bank transfer, and bill payment services. We
also provide a wide variety of lending products for both businesses and consumers. Commercial loan products include
lines of credit, letters of credit, term loans and equipment loans, commercial real estate loans, SBA loans, accounts
receivable financing, factoring, equipment leasing and other working capital financing. Financing products for
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individuals include auto, home equity and home improvement lines of credit, personal lines of credit, and VISA credit
cards. Real estate loan products include construction loans, lot loans, residential real estate brokerage, commercial
real estate conduit sales, mini-perm commercial real estate loans, and home mortgages. We are a Preferred Lender
under the Small Business Administration in the counties of Orange, Riverside, San Bernardino, Los Angeles, Ventura
and Santa Barbara.

We also offer numerous specialized services designed for the needs of our business customers. These services include
a credit card program for merchants, commercial and standby letters of credit, cash management services, balance
reporting, check reconciliation service, electronic funds transfer services, lock box, and courier services. We also
provide certain international banking services indirectly through our correspondent banks.

In addition, we offer a wide range of non-deposit and investment producis through 1% Centennial Wealth Strategies
Group, a division of 1% Centennial Bank. These products inciude financial and estate planning, stocks and bonds,
mutual funds and variable annuities, and various retirement plans. Products offered through this division are not
insured by the FDIC, are not deposits or obligations of 1* Centennial Bank, and are not guaranteed by 1 Centennial
Bank.

Recent Developments

On July 11, 2002, Centennial Capital Trust I, a newly formed Delaware statutory business trust and a wholly-owned
subsidiary of 1% Centennial Bancorp, issued an aggregate of $6,000,000 of principal amount of Floating Rate
TRUPS® (Capital Trust Pass-through Securities) (the “Trust Preferred Securities"). Salomon Smith Barney, Inc. acted
as placement agent in connection with the offering of the Trust Preferred Securities. The securities issued by
Centennial Capital Trust I are fully guaranteed by us with respect to distributions and amounts payable upon
liquidation, redemption or repayment. The eniire proceeds to Centennial Capital Trust I from the sale of the Trust
Preferred Securities were used by Centennial Capital Trust [ in order to purchase $6,000,000 in principal amount of
our Floating Rate Junior Subordinated Deferrable Interest Debentures due 2032 (the “Subordinated Debt Securities”).

The Subordinated Debt Securities bear a variable interest rate equal to LIBOR plus 3.65% (1.775% + 3.65% = 5.425%
at December 31, 2002), with a maximum rate of 12.5% through the first call date in July 2007. We used
approximately $4 million of the approximately $5.8 million in net proceeds we received from the Subordinated Debt
Securities to retire existing long-tem debt.

We changed our name from Centennial First Financial Services to 1% Centennial Bancorp on February 18, 2003. We
also changed the name of our banking subsidiary from Redlands Centennial Bank to 1% Centennial Bank on March 3,
2003.

We opened a de novo branch office in Palm Desert, California in March 2003,
Employees

As of December 31, 2002 we had 98 full time and 4 part time employees.
Competition

The banking business in California generaily, and specifically in our market areas in Riverside, San Bernardino,
Orange and San Diege counties in Southern California, is highly competitive with respect to virtually all products and
services and has become increasingly more so in recent years. The industry continues to consolidate, and strong,
unregulated competitors have entered banking markets with focused products targeted at highly profitable customer
segments. Many competitors are able to compete across geographic boundaries and provide customers access to
alternatives to banking services and nearly all significant products. These competitive trends are likely to continue.

With respect to commercial bank competitors, the business is iargely dominated by a relatively small number of major
banks with many offices operating over a wide geographical area, which have, among other advantages, the ability to
finance wide-ranging and effective advertising campaigns and to allocate investment resources to regions of highest
yield and demand. Many of the major banks operating in the area offer certain services directly that we may offer




indirectly through correspondent institutions. By virtue of their greater total capitalization, such banks also have
substantially higher lending limits than we do.

In addition to other banks, competitors include savings institutions, credit unions, and numerous non-banking
institutions such as finance companies, leasing companies, insurance companies, brokerage firms, and investment
banking firms. In recent years, increased competition has also developed from specialized finance and non-finance
companies that offer wholesale finance, credit card, and other consumer finance services, including on-line banking
services and personal finance software. Strong competition for deposit and loan products affects the rates of those
products as well as the terms on which they are offered to customers. Mergers between financial institutions have
placed additional pressure on banks within the industry to streamline their operations, reduce expenses, and increase
revenues to remain competitive. Competition has also intensified due to recently enacted federal and state interstate
banking laws, which permit banking organizations to expand geographically, and the California market has been
particularly attractive to out-of-state institutions. The Financial Modernization Act, effective March 11, 2000, has
made it possible for full affiliations to occur between banks and securities firms, insurance companies, and other
financial companies, and has intensified competitive conditions.

Technological innovation has also resulted in increased competition in financial services markets. Such innovation
has, for example, made it possible for non-depository institutions to offer customers automated transfer payment
services that previously have been considered traditional banking products. In addition, many customers now expect a
choice of several delivery systems and channels, including telephone, mail, home computer, ATMs, self-service
branches, and/or in-store branches. In addition to other banks, the sources of competition for such products include
savings associations, credit unions, brokerage firms, money market and other mutual funds, asset management groups,
finance and insurance companies, internet-only financial intermediaries, and mortgage banking firms.

In order to compete with the other financial services providers, we principally rely upon local promotional activities,
personal relationships established by our officers, directors, and employees with our customers, and specialized
services tailored to meet the needs of the communities we serve. In those instances where we are unable to
accommodate a customer's needs, we may arrange for those services to be provided by our correspondent banks. We
also have “preferred lender” or “PLP” status with the Small Business Administration, which enables us to approve
SBA loans faster than many of our competitors. In order to compete on the technological front, we maintain an
Internet website with account management, inter-bank and intra-bank transfer, and bill payment services.

The larger financial institutions, including banks, brokerage houses, insurance coinpanies, etc., are actively acquiring
broker/dealer capabilities in order to capitalize on the emerging affluent population as the “baby boomer” generation
begins to enter retirement age. These services include state-of-the-art financial planning and investment strategies
tailored to specific needs, and funded with open-architecture (“best product available” vs. “proprietary”) products and
services. To effectively meet these competitive pressures, 1% Centennial has aligned itself with a nationwide
broker/dealer (Linsco Private Ledger or “LPL”) whereby it can provide the same type of sophistication and product
and service enhancements as larger financial institutions, while still maintaining a closer, more community-oriented
customer service profile. We provide these services through the 1% Centennial Wealth Strategies Group, which is a
division of 1* Centennial Bank.

Regulation and Supervision

1% Centennial Bancorp and 1% Centennial Bank are subject to significant regulation by federal and state regulatory
agencies. The following discussion of statutes and regulations is only a brief summary and does not purport to be
complete. This discussion is qualified in its entirety by reference to such statutes and regulations. No assurance can be
given that such statutes or regulations will not change in the future.

1* Centennial Bancorp

1* Centennial Bancorp is subject to the periodic reporting requirements of Section 13 of the Securities Exchange Act
of 1934, which requires us to file annual, quarterly and other current reports with the SEC. We are also subject to
additional regulations including, but not limited to, the proxy and tender offer rules promulgated by the SEC under
Sections 13 and 14 of the Exchange Act; the reporting requirements of directors, executive officers and principal
shareholders regarding transactions in our common stock and short-swing profits rules promulgated by the SEC under




Section 16 of the Exchange Act; and certain additional reporting requirements by principal shareholders of 1%
Centennial Bancorp promulgated by the SEC under Section 13 of the Exchange Act.

1¥ Centennial Bancorp is a bank holding company within the meaning of the Bank Holding Company Act of 1956 and
is registered as such with the Federal Reserve Board. A bank holding company is required to file with the Federal
Reserve Board annual reports and other information regarding its business operations and those of its subsidiaries. It is
also subject to examination by the Federal Reserve Board and is required to obtain Federal Reserve Board approval
before acquiring, directly or indirectly, ownership or control of any voting shares of any bank if, after such acquisition,
it would directly or indirectly own or control more than 5% of the voting stock of that bank, unless it already owns a
majority of the voting stock of that bank.

The Federal Reserve Board has by regulation determined certain activities in which a bank holding company may or
may not conduct business. A bank holding company must engage, with certain exceptions, in the business of banking
or managing or controlling banks or furnishing services to or performing services for its subsidiary banks. The
permissible activities and affiliations of certain bank holding companies have recently been expanded. See “Financial
Modemization Act” below.

Ist Centennial Bancorp and 1¥ Centennial Bank are deemed to be affiliates of each other within the meaning set
forth in the Federal Reserve Act and are subject to Sections 23A and 23B of the Federal Reserve Act. This means,
for example, that there are limitations on loans by the subsidiary banks to affiliates, and that all affiliate transactions
must satisfy certain limitations and otherwise be on terms and conditions at least as favorable to the subsidiary banks
as would be available for non-affiliates.

The Federal Reserve Board has a policy that bank holding companies must serve as a source of financial and
managerial strength to their subsidiary banks. It is the Federal Reserve Board's position that bank holding
companies should stand ready to use their available resources to provide adequate capital to their subsidiary banks
during periods of financial stress or adversity. Bank holding companies should also maintain the financial flexibility
and capital-raising capacity to obtain additional resources for assisting their subsidiary banks.

The Federal Reserve Board also has the authority to regulate bank holding company debt, inciuding the authority to
impose interest rate ceilings and reserve requirements on such debt. Under certain circumstances, the Federal
Reserve Board may require 1st Centennial Bancorp to file written notice and obtain its approval prior to purchasing
or redeeming 1st Centennial Bancorp's equity securities.

1% Centennial Bank

As a California state-chartered bank whose accounts are insured by the FDIC up to a maximum of $100,000 per
depositor, we are subject to regulation, supervision and regular examination by the California Department Of Financial
Institutions and the FDIC. In addition, while we are not a member of the Federal Reserve System, we are subject to
certain regulations of the Federal Reserve Board. The regulations of these agencies govern most aspects of our
business, including the making of periodic reports, and our activities relating to dividends, investments, loans,
borrowings, capital requirements, certain check-clearing activities, branching, mergers and acquisitions, reserves
against deposits and numerous other areas. Supervision, legal action and examination of 1% Centennial Bank by the
FDIC are generally intended to protect depositors and are not intended for the protection of shareholders.

The earnings and growth of 1*' Centennial Bank are largely dependent on its ability to maintain a favorable differential
or "spread” between the yield on its interest-earning assets and the rate paid on its deposits and other interest-bearing
liabilities. As a result, our performance is influenced by general economic conditions, both domestic and foreign, the
monetary and fiscal policies of the federal government, and the policies of the regulatory agencies, particularly the
Federal Reserve Board. The Federal Reserve Board implements national monetary policies (such as seeking to curb
inflation and combat recession) by its open-market operations in U.S. Government securities, by adjusting the required
level of reserves for financial institutions subject to its reserve requirements and by varying the discount rate
applicable to borrowings by banks which are members of the Federal Reserve System. The actions of the Federal
Reserve Board in these areas influence the growth of bank loans, investments and deposits and also affect interest rates
charged on loans and deposits. The nature and impact of any future changes in monetary policies cannot be predicted.



Capital Adequacy Requirements

1* Centennial Bank and 1* Centennial Bancorp are subject to the regulations of the FDIC and the Federal Reserve
Board, respectively, governing capital adequacy. Those regulations incorporate both risk-based and leverage capital
requirements. Each of the federal regulators has established risk-based and leverage capital guidelines for the banks or
bank holding companies it regulates, which set total capital requirements and define capital in terms of "core capital
elements," or Tier 1 capital; and "supplemental capital elements," or Tier 2 capital. Tier 1 capital is generally defined
as the sum of the core capital elements less goodwill and certain other deductions, notably the unrealized net gains or
losses (after tax adjustments) on available for sale investment securities carried at fair market value. The following
items are defined as core capital elements: (i) commorn stockholders' equity; (ii) qualifying noncumulative perpetual
preferred stock and related surplus; and (iii) minority interests in the equity accounts of consolidated subsidiaries.
Supplementary capital elements include: (i) allowance for loan and lease losses (but not more than 1.25% of an
institution's risk-weighted assets); (ii) perpetual preferred stock and related surplus not qualifying as core capital; (iii)
hybrid capital instruments, perpetual debt and mandatory convertible debt instruments; and (iv) term subordinated debt
and intermediate-term preferred stock and related surplus. The maximum amount of supplemental capital elements
which qualifies as Tier 2 capital is limited to 100% of Tier. 1 capital, net of goodwill.

The minimum required ratio of qualifying total capital to total risk-weighted assets is 8.0% ("Total Risk-Based Capital
Ratio"), at least one-half of which must be in the form of Tier 1 capital, and the minimum required ratio of Tier 1
capital to total risk-weighted assets is 4.0% ("Tier 1 Risk-Based Capital Ratio"). Risk-based capital ratios are
calculated to provide a measure of capital that reflects the degree of risk associated with a banking organization's
operations for both transactions reported on the balance sheet as assets, and transactions, such as letters of credit and
recourse arrangements, which are recorded as off-balance sheet items. Under the risk-based capital guidelines, the
nominal dollar amounts of assets and credit-equivalent amounts of off-balance sheet items are multiplied by one of
several risk adjustment percentages, which range from 0% for assets with low credit risk, such as certain U.S. Treasury
securities, to 100% for assets with relatively high credit risk, such as business loans. As of December 31, 2002, 1%
Centennial Bank’s Total Risk-Based Capital Ratio was 11.84% and its Tier 1 Risk-Based Capital Ratio was 10.58%.
As of December 31, 2002, 1* Centennial Bancorp's Total Risk-Based Capital was 13.27% and its Tier 1 Risk Based
Capital Ratio was 10.87%. Twenty-five percent of 1* Centennial Bancorp’s Tier 1 Capital for these purposes consists
of trust preferred securities. The remainder of the trust preferred securities is Tier 2 capital. See “Recent
Developments and “Item 7, Financial Statements.”

The risk-based capital requirements also take into account concentrations of credit (i.e., relatively large proportions of
loans involving one borrower, industry, location, collateral or loan type) and the risks of "non-traditional” activities
(those that have not customarily been part of the banking business). The regulations require institutions with high or
inordinate levels of risk to operate with higher minimum capital standards, and authorize the regulators to review an
institution's management of such risks in assessing an institution’s capital adequacy.

The risk-based capital regulations also include exposure to interest rate risk as a factor that the regulators will consider
in evaluating a bank's capital adequacy. Interest rate risk is the exposure of a bank's current and future earnings and
equity capital arising from adverse movements in interest rates. While interest risk is inherent in a bank's role as
financial intermediary, it introduces volatility to bank earnings and to the economic value of the bank.

The FDIC and the Federal Reserve Board also require the maintenance of a leverage capital ratio designed to
supplement the risk-based capital guidelines. Banks and bank holding companies that have received the highest rating
of the five categories used by regulators to rate banks and are not anticipating or experiencing any significant growth
must maintain a ratio of Tier 1 capital (net of all intangibles) to adjusted total assets ("Leverage Capital Ratie") of at
least 3%. All other institutions are required to maintain a leverage ratio of at least 100 to 200 basis points above the
3% minimum, for a minimum of 4% to 5%. Pursuant to federal regulations, banks must maintain capital levels
commensurate with the level of risk to which they are exposed, including the volume and severity of problem loans,
and federal regulators may, however, set higher capital requirements when a bank's particular circumstances warrant.
As of December 31, 2002, 1% Centennial Bank’s Leverage Capital Ratio was 8.09%, and 1* Centennial Bancorp's
leverage capital ratio was 8.28%, both exceeding regulatory minimums. See "Item 6, Management's Discussion and
Analysis of Financial Condition and Results of Operation — Capital Resources."




Prompt Corrective Action Provisions

Federal law requires each federal banking agency to take prompt corrective action to resolve the problems of insured
financial institutions, including but not limited to those that fall below one or more prescribed minimum capital ratios.
The federal banking agencies have by regulation defined the following five capital categories: "well capitalized" (Total
Risk-Based Capital Ratic of 10%; Tier 1 Risk-Based Capital Ratio of 6%; and Leverage Ratio of 5%); "adequately
capitalized" (Total Risk-Based Capital Ratio of 8%,; Tier 1 Risk-Based Capital Ratio of 4%; and Leverage Ratio of
4%) {or 3% if the instirution receives the highest rating from its primary regulator); "undercapitalized" (Total Risk-
Based Capital Ratio of less than 8%; Tier 1 Risk-Based Capital Ratio of less than 4%; or Leverage Ratio of less than
4%) (or 3% if the institution receives the highest rating from its primary regulator); "significantly undercapitalized"
(Total Risk-Based Capital Ratic of less than 6%; Tier 1 Risk-Based Capital Ratio of less than 3%; or Leverage Ratio
less than 3%); and "critically undercapitalized" (tangible equity to total assets less than 2%). A bank may be treated as
though it were in the next lower capital category if after notice and the opportunity for a hearing, the appropriate
federal agency finds an unsafe or unsound conditicn or practice so warrants, but no bank may be treated as "critically
undercapitalized" unless its actual capital ratio warrants such treatment.

At each successively lower capital category, an insured bank is subject to increased restrictions on its operations. For
example, a bank is generally prohibited from paying management fees to any controlling persons or from making
capital distributions if tc do so would make the bank "undercapitalized." Asset growth and branching restrictions
apply to undercapitalized banks, which are required to submit written capital restoration plans meeting specified
requirements (including a guarantee by the parent holding company, if any). "Significantly undercapitalized” banks
are subject to broad regulatory authority, including among other things, capital directives, forced mergers, restrictions
on the rates of interest they may pay on deposits, restrictions on asset growth and activities, and prohibitions on paying
certain bonuses without FDIC approval. Even more severe restrictions apply to critically undercapitalized banks.
Most importantly, except under limited circumstances, not later than 90 days afier an insured bank becomes critically
undercapitalized, the appropriate federal banking agency is required to appoint a conservator or receiver for the bank.

In addition to measures taken under the prompt corrective action provisions, insured banks may be subject to potential
actions by the federal regulators for unsafe or unsound practices in conducting their businesses or for violations of any
law, rule, regulation or any condition imposed in writing by the agency or any written agreement with the agency.
Enforcement actions may include the issuance of cease and desist orders, termination of insurance of deposits (in the
case of a bank), the imposition of civil money penalties, the issuance of directives to increase capital, formal and
informal agreements, or removal and prohibition orders against "institution-affiliated" parties.

Safety and Soundness Standards

The federal banking agencies have also adopted guidelines establishing safety and soundness standards for all insured
depository institutions. Those guidelines relate to internal controls, informatien systems, internal audit systems, loan
underwriting and documentation, compensation and interest rate exposure. In general, the standards are designed to
assist the federal banking agencies in identifying and addressing problems at insured depository institutions before
capital becomes impaired. If an institution fails tc meet these standards, the appropriate federal banking agency may
require the institution to submit a compliance plan and institute enforcement proceedings if an acceptable compliance
plan is not submitted.

Premiums for Deposit Insurance

The FDIC regulations also implement a risk-based premium system, whereby insured depository institutions are
required to pay insurance premiums depending' on their risk classification. Under this system, insured banks are
categorized into one of three capital categories (well capitalized, adequately capitalized, and undercapitalized) and one
of three supervisory categories based on federal regulatory evaluations. The three supervisory categories are:
financially sound with only a few minor weaknesses (Group A), demonsiraies weaknesses that could result in
significant deterioration (Group B), and poses a substantial probability of loss (Group C). The capital ratios used by
the FDIC to define well capitalized, adequately capitalized and undercapitalized are the same in the FDIC's prompt
corrective action regulations. The current base assessment rates (expressed as cents per $100 of deposits) are
summarized as follows:




Group A Group B Group C

Well Capitalized.....cocvovrevevverenneceninnennnnnes 0 3 17
Adequately Capitalized ..........ccocoverevieennns 3 10 24
Undercapitalized.........ccoceveirverveerecrriieneennns 10 24 27

In addition, banks must pay an amount which fluctuates but is currently 1.68 cents per $100 of insured deposits,
towards the retirement of the Financing Corporation bonds issued in the 1980's to assist in the recovery of the savings
and loan industry.

Community Reinvestment Act

1* Centennial Bank is subject to certain requirements and reporting obligations involving Community Reinvestment
Act activities. The Community Reinvestment Act generally requires the federal banking agencies to evaluate the
record of a financial institution in meeting the credit needs of its local communities, including low and moderate
income neighborhoods. The Community Reinvestment Act further requires the agencies to take a financial institution's
record of meeting its community credit needs into account when evaluating applications for, among other things,
domestic branches, consummating mergers or acquisitions, or holding company formations. In measuring a bank's
compliance with its Community Reinvestment Act obligations, the regulators utilize a performance-based evaluation
system which bases Community Reinvestment Act ratings on the bank's actual lending service and investment
performance, rather than on the extent to which the institution conducts needs assessments, documents community
outreach activities or complies with other procedural requirements. In connection with its assessment of Community
Reinvestment Act performance, the FDIC assigns a rating of "outstanding,” "satisfactory,” "needs to improve" or
"substantial noncompliance.” 1% Centennial Bank was last examined for Community Reinvestment Act compliance in
July 1998, and received a "satisfactory" Community Reinvestment Act Assessment Rating.

Other Consumer Protection Laws and Regulations

The bank regulatory agencies are increasingly focusing attention on compliance with consumer protection laws and
regulations. Examination and enforcement has become intense, and banks have been advised to carefully monitor
compliance with various consumer protection laws and their implementing regulations. The federal Interagency Task
Force on Fair Lending issued a policy statement on discrimination in home mortgage lending describing three methods
that federal agencies will use to prove discrimination: overt evidence of discrimination, evidence of disparate
treatment, and evidence of disparate impact. In addition to Community Reinvestment Act and fair lending
requirements, 1% Centennial Bank is subject to numerous other federal consumer protection statutes and regulations.
Due to heightened regulatory concern related to compliance with consumer protection laws and regulations generally,
1* Centennial Bank may incur additional compliance costs or be required to expend additional funds for investments
in the local communities it serves.

Imterstate Banking and Branching

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the "Interstate Banking Act") regulates the
interstate activities of banks and bank holding companies and establishes a framework for nationwide interstate
banking and branching. Since June 1, 1997, a bank in one state has generally been permitted to merge with a bank in
another state without the need for explicit state law authorization. However, states were given the ability to prohibit
interstate mergers with banks in their own state by "opting-out" (enacting state legislation applying equality to all out-
of-state banks prohibiting such mergers) prior to June 1, 1997.

Since 1995, adequately capitalized and managed bank holding companies have been permitted to acquire banks
located in any state, subject to two exceptions: first, any state may still prohibit bank holding companies from
acquiring a bank which is less than five years old; and second, no interstate acquisition can be consummated by a bank
holding company if the acquiror would control more than 10% of the deposits held by insured depository institutions
nationwide or 30% or more of the deposits held by insured depository institutions in any state in which the target bank
has branches.



A bank may establish and operate de novo branches in any state in which the bank does not maintain a branch if that
state has enacted legislation to expressly permit all out-of-state banks to establish branches in that state.

In 1995, California enacted legislation tc implement important provisions of the Interstate Banking Act discussed
above and to repeal California's previous interstate banking laws, which were largely preempted by the Interstate

Banking Act.

The changes effected by the Interstate Banking Act and California laws have increased competition in the environment
in which 1% Centennial Bank operates to the extent that out-of-state financial institutions directly or indirectly enter 19
Centennial Bank's market areas. It appears that the Interstate Banking Act has contributed to the accelerated
consolidation of the banking industry. While many large out-of-state banks have already entered the California market
as a result of this legislation, it is not possible to predict the precise impact of this legislation on 1% Centennial Bank
and 1 Centennial Bancorp and the competitive environment in which they operate. '

Financizl Modernization Act

Effective March 11, 2000, the Gramm-Leach-Bliley Act eliminated most barriers to affiliations among banks and
securities firms, insurance companies, and other financial service providers, and enabled full affiliations to occur
between such entities, This new legislation permits bank holding companies to become "financial holding companies”
and thereby acquire securities firms and insurance companies and engage in other activities that are financial in nature.
A bank holding company may become a financial holding company if each of its subsidiary banks is well capitalized
under the prompt corrective action provisions discussed above, is well managed, and has at least a satisfactory rating
under the Community Reinvestment Act by filing a declaration that the bank holding company wishes to become a
financial holding company. No regulatory approval will be required for a financial holding company to acquire a
company, other than a bank or savings association, engaged in activities that are financial in nature or incidental to
activities that are financial in nature, as determined by the Federal Reserve Board. 1% Centennial Bancorp has no
current intention of becoming a financial holding company, but may do so at some point in the future if deemed
appropriate in view of opportunities or circumstances at the time.

The Gramm-Leach-Bliley Act defines "financial in nature” to include securities underwriting, dealing and market
making; sponsoring mutual funds and investment companies; insurance underwriting and agency; merchant banking
activities; and activities that the Federal Reserve Board has determined to be closely related to banking., A national
bank (and therefore, a state bank as well) may also engage, subject to limitations on investment, in activities that are
financial in nature, other than insurance underwriting, insurance company portfolio. investment, real estate
development and real estate investment, through a financial subsidiary of the bank, if the bank is well capitalized, well
managed and has at least a satisfactory Community Reinvestment Act rating. Subsidiary banks of a financial holding
company or national banks with financial subsidiaries must continue to be well capitalized and well managed in order
to continue {o engage in activities that are financial in nature without regulatory actions or restrictions, which could
include divestiture of the financial in nature subsidiary or subsidiaries. In addition, a financial holding company or a
bank may not acquire a company that is engaged in activities that are financial in nature unless each of the subsidiary
banks of the financial holding company or the bank has a Community Reinvestment Act rating of satisfactory or
better.

The Gramm-Leach-Bliley Act also imposes significant new requirements on financial institutions with respect to the
privacy of customer information, and modifies other existing laws, including those related to community reinvestment.

USA Patriot Act of 2001

On October 26, 2001, President Bush signed the USA Patriot Act of 2001. Enacted in response to the terrorist attacks
in New York, Pennsylvania and Washington, D.C. on September 11, 2001, the USA Patriot Act is intended to
strengthen U.S. law enforcement's and the intelligence communities' ability to work cohesively to combat terrorism on
a variety of fronts. The potential impact of the USA Patriot Act on financial institutions of all kinds is significant and
wide ranging. The USA Patriot Act contains sweeping anti-money laundering and financial transparency laws and
requires various regulations applicable to financial institutions, including:’

° due diligence requirements for financial institutions that adrhinister, maintain, or manage private
banks accounts or correspondent accounts for non-U.S. persons;
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e standards for verifying customer identification at account opening; and

e rules to promote cooperation among financial institutions, regulators, and law enforcement entities in
identifying parties that may be involved in terrorism or money laundering.

1% Centennial implemented the requirements under the USA Patriot Act during 2001 and 2002. Compliance with such
requirements has all been accomplished with existing staff, so the financial impact on 1¥ Centennial has been
negligible.

Other Pending and Proposed Legislation

Other legislative and regulatory initiatives which could affect 1* Centennial Bancorp, 1% Centennial Bank and the
banking industry in general are pending, and additional initiatives may be proposed or introduced, before the U.S.
Congress, the California legislature and other governmental bodies in the future. Such proposals, if enacted, may
further alter the structure, regulation and competitive relationship among financial institutions, and may subject 1¥
Centennial Bank to increased regulation, disclosure and reporting requirements, In addition, the various banking
regulatory agencies often adopt new rules and regulations to implement and enforce existing legislation. It cannot be
predicted whether, or in what form, any such legislation or regulations may be enacted or the extent to which the
business of 1* Centennial Bancorp or 1* Centennial Bank would be affected thereby.

Risk Factors

Statements and- financial discussion and analysis by management contained throughout this report that are not
historical facts are forward-looking statements made pursuant to the safe harbor provisions of the Private Securities
Litigation Reform Act of 1995. Forward-looking statements involve a number risks and uncertainties. The important
factors that could cause actual results to differ materially from the forward-looking statements herein include, without
limitation, the factors set forth below.

Poor economic conditions in our market areas may cause us to suffer higher default rates on our loans.

A substantial majority of our loans are generated in the greater San Bernardino, Orange, Riverside and San Diego
County areas in Southern California. As a result, poor economic conditions in these areas may cause us to incur losses
associated with higher default rates and decreased collateral values in our loan portfolio. Much of the U.S. economy
has been in a recession since early- to mid- 2001, and certain areas of California {particularly Northern California)
have been negatively impacted due to the financial downturn in certain high-tech industries. While our market areas
have not experienced the same degree of recessionary declines, no assurance can be given that this will continue fo be
the case. Economic activity has slowed significantly in most parts of the country since the September 11, 2001
terrorist attacks, and if the U.S. becomes involved in a war against Iraq, it is likely that the negative effect on the
national economy would be significant. If there were significant recessionary conditions in our market areas we would
experience an increase in our problem assets,

Concentrations of real estate loans could subject us to increased risks in the event of a real estate recession or
natural disaster.

Our loan portfolio is heavily concentrated in real estate loans, both commercial and residential. At December 31,
2002, 68.0% of our loan portfolio was concentrated in real estate loans. During 2002, real estate prices in Southern
California rose precipitously, and construction in our area has been thriving. Between December 31, 2000 and
December 31, 2002 our real estate construction loans increased from 23.9% of our loan portfolio to 37.1% and our real
estate mortgage loans increased from 27.1% to 30.9% of our loan portfolio. In addition, many of our commercial
loans are to businesses in the construction and real estate industry. In the early 1990s, the entire state of California
experienced an economic recession, particularly impacting real estate values, that resulted in increases in the level of
delinquencies and losses for many of the state’s financial institutions. If any similar real estate recession affecting our
market areas should occur in the future, the security for many of our loans could be reduced and the ability of many of
our borrowers to pay could decline. Similarly, the occurrence of a natural disaster like those California has
experienced in the past, including earthquakes, brush fires, and, during early 1998, flooding attributed to the weather
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phenomenon known as “El Nifio,” could impair the value of the collateral we hold for real estate secured loans and
negatively impact our results of operations.

We may have difficulty managing our growth.

We consummated our acquisition of Palomar Community Bank on August 17, 2001. This acquisition increased our
total assets by approximately 73.9%. We also intend to investigate future opportunities to acquire or combine with
additional financial institutions and to expand our branch and loan office networks. Future growth is expected to occur
both internally by establishing new branch offices and loan production offices, and externally through selective
acquisitions of other financial institutions or branch offices from such other institutions in Southern California. No

assurance can be provided that we will be able to identify additional suitable acquisition targets or consummate any
such acquisition in the future or that we will be able to add additional locations.

Cur ability to manage our growth will depend primarily on our ability to:
attract, assimilate and retain additional qualified personnel;
monitor operations;
maintain increased earnings levels;
control costs; and

maintain positive customer relations.

If we fail to achieve these objectives in an efficient and timely manner, we may experience interruptions and
dislocation in our business. Any such problems could adversely affect our existing operations, as well as our ability to
retain the customers of any financial institutions which we acquire, or to operate such acquired financial institutions
profitably. In addition, such concerns could cause our federal and state banking regulators to require us to delay or
forego any proposed acquisition until such problems have been addressed to the satisfaction of those regulators.

We depend on our executive officers and key personnel to implement our business strategy and could be
harmed by the loss of their services.

We believe that our growth and future success will depend in large part upon the skills of our management team. The
competition for qualified personnel in the financial services industry is intense, and the loss of our key personnel or an
inability to continue to attract, retain or motivate key personnel could adversely affect our business. We cannot assure
you that we will be able to retain our existing key personnel or to attract additional qualified personnel. Our President
and Chief Executive Officer joined us in June 2000 and was promoted to his current position in November 2001; our
Executive Vice President and Chief Credit Officer joined us in March 2002; our Executive Vice President and Chief
Operating Officer joined us on a full-time basis in January 2001 and was promoted to her current position in December
2002; and our Executive Vice President and Branch Administrator joined us in August 2001, initially as President of
Palomar Community Bank. While our President, our Chief Financial Officer, and our Branch Administrator all have
3-year employment agreements with year terms beginning in 2001, plus 1-year renewals, their employment may be
terminated by them or by us at any time.

Because of certain change in control provisions in employment and salary continuation agreements, a change in
control of our company or our management could be delayed or prevented.

Our President, our Chief Financial Officer, and our Branch Administrator have each entered into employment
agreements that have 3-year terms beginning in 2001, with 1-year renewals. The employment agreements provide for
severance payments if their respective employment arrangements are terminated or materially changed in connection
with a change in control of 1¥ Centennial or its subsidiaries. These same three individuals, as well as several other
officers of 1" Centennial, also have salary continuation agreements which provide for lump sum payments of their
annual retirement benefits under similar circumstances. These provisions may make it more expensive for another
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company to acquire us, which could reduce the market price of our common stock and the price that you receive if you
sell your shares in the future.

We may experience loan losses in excess of our allowance for loan lesses.

The risk of credit losses on loans varies with, among other things, general economic conditions, the type of loan being
made, the creditworthiness of the borrower over the term of the loan, and in the case of a collateralized loan, the value
and marketability of the collaterai for the loan. Management maintains an allowance for loan losses based upon,
among other things, historical experience, an evaluation of economic conditions and regular reviews of delinquencies
and loan portfolio quality. Based upon such factors, management makes various assumptions and judgments about the
ultimate collectibility of the loan portfolio and provides an allowance for loan losses based upon a percentage of the
outstanding balances and for specific loans when their ultimate collectibility is considered questionable.

As of December 31, 2002, the allowance for loan losses was approximately $1.8 million, which represented 1.24% of
outstanding loans, net of unearned income. Although management believes that its allowance for loan losses is
adequate, there can be no assurance that the allowance will prove sufficient to cover future loan losses. Further,
although management uses the best information available to make determinations with respect to the allowance for
loan losses, future adjustments may be necessary if economic conditions differ substantially from the assumptions
used or adverse developments arise with respect to the non-performing or performing loans. If management’s
assumptions and judgments prove to be incorrect and the allowance for loan losses is inadequate to absorb future
losses, or if the bank regulatory authorities require us to increase our allowance for loan losses as a part of their
examination process, our earnings and potentially even our capital could be significantly and adversely affected. See
“Item 6, Management’s Discussion and Analysis of Financial Condition and Results of Operations — Allowance for
Loan Losses.”

Our earnings are subject to interest rate risk, espeeially if rates fall,

Banking companies' earnings depend largely on the relationship between the cost of funds, primarily deposits and
borrowings, and the yield on earning assets, such as loans and investment securities. This relationship, known as the
interest rate spread, is subject to fluctuation and is affected by the monetary policies of the Federal Reserve Board, the
international interest rate environment, as well as by economic, regulatory and competitive factors which influence
interest rates, the volume and mix of interest-earning assets and interest-bearing liabilities, and the level of
nonperforming assets. Many of these factors are beyond our control. Fluctuations in interest rates affect the demand
of customers for our products and services. We are subject to interest rate risk to the degree that our interest-bearing
liabilities reprice or mature more slowly or more rapidly or on a different basis than our interest-earning assets. Given
our current volume and mix of interest-bearing liabilities and interest-earning assets, our interest rate spread could be
expected to increase during times of rising interest rates and, conversely, to decline during times of falling interest
rates. Therefore, significant fluctuations in interest rates may have an adverse or a positive effect on our results of
operations. See “Item 6, Management’s Discussion and Analysis of Financial Condition and Results of Cperations —
Asset-Liability Management and Interest Rate Sensitivity.”

In addition, a significant portion of our income is derived from construction lending, predominantly residential real
estate centered in the affordable housing arena. Continued low interest rates have allowed an increasing number of
first-time buyers or first-time move-up buyers to afford residential real estate loans. An increase in interest rates
would likely result in a reduced number of qualified buyers, with a resultant impact on absorption and the amount of
construction lending that could comfortably be sustained, with a resultant negative impact on our earnings.

All of our lending involves underwriting risks, especially in a competitive lending market.

At December 31, 2002, commercial loans represented 26.5% of our total loan portfolio; construction loans represented
37.1% of our total loan portfolio; and real estate mortgage loans represented 30.9% of our total loan portfolio.

Commercial lending, even when secured by the assets of a business, involves considerable risk of loss in the event of

failure of the business. To reduce such risk, we typically take additional security interests in other collateral, such as
real property, certificates of deposit or life insurance, and/or obtain personal guarantees.
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Construction lending differs from other types of real estate lending because of uncertainties inherent in estimating
construction costs, the length of the construction period and the market for the project upon completion. Commercial
mortgage lending entails risks of delays in leasing and excessive vacancy rates. All real estate secured lending
involves risks that real estate values in general will fall and that the value of the particular real estate security for a
loan will fall. We seck to reduce our risk of loss through our underwriting and monitoring procedures.

We operate in a competitive market dominated by banks and other financial services providers that offer a
breader range of services than we previde, many of which have lower cost structures.

In California generally, and in our primary service area specifically, branches of major banks dominate the commercial
banking industry. By virtue of their larger capital, such institutions have substantially greater lending limits than we
have, and perform certain functions for their customers, including trust services and international banking, which we
are not equipped to offer directly (but some of which we offer indirectly through correspondent relationships). Many
of these banks also operate with “economies of scale” that result in lower operating costs than curs on a per loan or per
asset basis.

We also compete with other financial institutions such as savings and loan associations, credit unions, thrift and loan
companies, mortgage companies, securities brokerage companies and insurance companies located within and without
our service area and with quasi-financial institutions such as money market funds for deposits and loans. Financial
services like ours are increasingly offered over the Internet on a national and international basis, and we compete with
providers of these services as well. Ultimately, competition can drive down our interest margins and reduce our
profitability. It also can make it more difficult for us to continue to increase the size of our loan portfolio and deposit
base. See “Item 1, Business — Competition.” '

We do not expect to pay significant cash dividends in the future.

We believe the most effective use of our capital and earnings is to finance our growth and operations. For this reason,
we expect to retain all or the vast majority of our earnings rather than distribute them to shareholders in the form of
dividends. However, we may consider cash distributions in the form of cash dividends to shareholders in the future,
although we do not currently expect any such dividends to be significant.

We are a legal entity separate and distinct from our subsidiaries. Substantially all of our revenue and cash flow,
including funds available for the payment of dividends and other operating expenses, is dependent upon the payment
of dividends to us by our subsidiaries. Dividends payable to us by 1* Centennial Bank are restricted under California
and federal laws and regulation. See “Itern S, Market for Common Equity and Related Stockholder Matters —
Dividends.”

Trading in our common steck has not been extensive and you may have difficulty selling your shares im the
future.

Our common stock is not listed on any exchange or on Nasdag. Our common stock is quoted on the OTC Bulletin
Board, and there are a few securities brokers who are involved in trading cur common stock; however, trading in our
common stock has not been extensive and there can be nc assurance that you will be able to sell your shares of
common stock at any time or that a more active trading market will develop in the foreseeable future. Commencing
the fourth quarter of 2003, and pending receipt of all necessary approvals from the SEC, the current OTC Bulletin
Board is to be replaced with the new Bulletin Board Exchange (BBX), which will require that issuers meet new
qualitative listing standards, including a requirement that issuers file annual and quarterly financial reports with the
SEC or other appropriate regulatory agency, which we do. While we intend to file an application to have our common
stock listed for trading on the BBX there can be no assurance that such listing will be approved. It is anticipated that
the OTC Bulletin Board will be discontinued six months after the launch of the BBX. If our listing application on the
BBX is not approved, or if we determine not to apply for listing of cur common stock on the BBX, at the time the
OTC Bulletin Board is terminated our common stock would thereafter be quoted in the “Pink Sheets,” which is
generally a less liquid market than the OTC Bulletin Board. See “Item 5, Market for Common Equity and Related
Stockholder Matters — Trading History.”
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ITEM 2. PROPERTIES

We own our headquarters, which includes our administrative and main branch offices, at 218 East State Street,
Redlands, California. The property consists of a two-story building of 8,500 square feet.

We lease all of our other offices. A description of our leases is set forth in the table below.

Square Lease Morthly
Division/Branch Location Feotage Expiratien Rental
Brea Branch 10 Pointe Drive 5,061 12/31/05 $10,729
Brea, California
Real Estate/Construction/ 101 E. Redlands Boulevard 6,526 01/31/07 $ 9,397
Information Technology Redlands, California
Departments
Escondido Branch 355 W. Grand Avenue 10,000 04/01/07 $20,674
Escondido, California
Palm Desert Branch 77-900 Fred Waring Drive 3,413 06/30/08 $ 6,314
Suite 100
Palm Desert, California

In addition, we have loan production offices in Redlands, Brea and Santa Ana, California; Salt Lake City, Utah; and
Flagstaff, Arizona.

ITEM 3. LEGAL PROCEEDINGS

On November 6, 2002 an action titled Douglas C. Spencer v. Redlands Centennial Bank, Centennial First Financial
Services Corp. and Does | through 100 inclusive (San Bernardino Superior Court Case No. SCVSS 096508) was
instituted against us. The plaintiff in this action, Douglas C. Spencer, is the former president of 1* Centennial. In the
complaint the plaintiff alleges breach of contract with respect to his employment agreement and salary continuation
agreement, breach of fiduciary duty, violation of the Fair Employment and Housing Act, violation of the Labor Code
with respect to payment of plaintiff’s wages and benefits and wrongful discharge. Plaintiff alleges that his
employment, which was terminated in November 2001, was terminated without good cause because of his marital
status and in order to evade payment of his wages and other employee benefits, including his salary continuation
benefits and stock options. Plaintiff seeks unspecified general, special and punitive damages pursuant to his claims.
We filed our response to plaintiff’s complaint in February 2003, in which response we have denied each and every
substantive allegation and cause of action in the complaint. We are currently in mediation with respect to this action
but there can be no assurance that this action, or the action described below, will be settled in mediation. If it is not,
we intend to defend this action vigorously. 1* Centennial has submitted this claim to its insurance carrier, which has
accepted the claim with a customary reservation of rights. Since 1* Centennial has already met its $50,000 deductible
under its insurance policy, the insurance company is paying the legal fees and costs as incurred with respect to this
action. The maximum aggregate coverage for this claim, and all other claims under the applicable insurance policy
during the policy period, including the related action described below, is $1,000,000.

In a related action instituted in May 2002 titled Douglas C. Spencer v. Beth Sanders, Sally Flanders et. Al (San
Bernardino Superior Court Case No. SCVSS 090621), plaintiff, the former president of 1* Centennial, alleges that
defendants Sanders and Flanders inappropriately used a “private” letter which plaintiff received at 1¥ Centennial’s
offices. Plaintiff alleges that he was terminated on the basis of that letter and requests damages for lost wages and
emotional distress. Although 1* Centennial is not named in this action, it is obligated to indemnify its employees Beth
Sanders and Sally Flanders in this action and has taken over the defense of this action.. Trial is scheduled to
commence on this action on April 21, 2003; however, this case has been co-joined with the above-described Spencer
litigation for purposes of the mediation described above. There can be no assurance that this action will be settled in
mediation. If not settled, we intend to defend this action vigorously. 1% Centennial has submitted this claim to its
insurance carrier, which has accepted the claim with a customary reservation of rights. Since 1% Centennial has
already met its $50,000 deductible under its insurance policy the insurance company is currently paying the legal fees
and costs as incurred with respect to this action. As noted above, the maximum aggregate coverage for this claim
under 1* Centennial’s insurance policy, as well as the Spencer litigation and any other covered claims brought within
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the policy pericd, is $1,000,000. There can be nc assurance that the $1,000,000 maximum policy limit will cover
these two actions and other claims brought against us during the policy period.

In addition to the foregoing, we are a party from time to time to claims and legal proceedings arising in the ordinary
course of business. After taking intc consideration the factors underlying these claims and information provided by
our litigation counsel as to the current status of these claims or proceedings to which we are a party, we are of the
opinion that the ultimate aggregate liability represented thereby, if any, will not have 2 material adverse effect on cur
financial condition or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable.
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PART II

ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Trading History

Our common stock is traded on the OTC Bulletin Board under the symbol “FCEN.” Trading in the stock has not been
extensive and such trades cannot be characterized as amounting to an active trading market. We are aware of the
following securities dealers which are involved in the trading of our common stock: Western Financial Corporation,
Wedbush Morgan Securities, Hoefer & Armnett, Seidler Companies, Baird Patrick, GVR Company, Hill Tompson,
Monroe Securities, Nite Securities, Ryan Beck & Company, and Charles Schwab & Co.

Our common stock is not listed on any exchange or on Nasdaq. Commencing in the fourth quarter of 2003, and
pending receipt of all necessary approvals from the SEC, the current OTC Bulletin Board is to be replaced with the
new Bulletin Board Exchange (BBX), which will require that issuers meet new qualitative listing standards, including
a requirement that issuers file annual and quarterly financial reports with the SEC or other appropriate regulatory
agency, which we do. While we intend to file an application to have our common stock listed for trading on the BBX
there can be no assurance that such listing will be approved. It is anticipated that the OTC Bulletin Board will be
discontinued six months after the launch of the BBX. If our listing application on the BBX is not approved, or if we
determine not to apply for listing of our common stock on'the BBX, at the time the OTC Bulletin Board is terminated
our common stock would thereafter be quoted in the “Pink Sheets,” which is generally a less liquid market than the
OTC Bulletin Board. There can be no assurance that our current securities dealers would continue to be involved in
trading our common stock if it were quoted in the “Pink Sheets.”

The information in the following table indicates the high and low “bid” and “asked” quotations and approximate
volume of trading for our common stock for each quarterly period since January 1, 2001, and is based upon
information provided by Western Financial Corporation. The high and low prices have been adjusted to give effect to
all stock dividends and splits. In addition, the prices indicated reflect inter-dealer prices, without retail mark-up, mark-
down or commission and may not represent actual transactions.

Calendar Quarter Ended High Low Yeolume
March 31, 2001 ... $18.00 $15.00 12,200
June 30, 2001 ... $18.00 $15.50 6,800
September 30, 2001 ..o $18.50 $17.60 21,100
December 31, 2001 ... $19.50 $16.75 42,600
March 31, 2002 ..o $18.25 $16.50 63,000
June 30, 2002.......ccomiiiii s $17.10 $16.00 128,100
September 30, 2002 .....c.oovcvvivciiiiiei e $19.00 $16.50 43,200
December 31, 2002........ccoiivinniinnnesnsannsisesensens $29.00 $18.00 28,800

The “bid” and “asked” quotations on March 10, 2003 were $22.50 and $23.00, respectively.
As of December 31, 2002, there were approximately 458 shareholders of record of our common stock.
Dividends

As a banking holding company which currently has no significant assets other than our equity interest in 1* Centennial
Bank, our ability to pay dividends primarily depends upon the dividends we receive from 1¥ Centennial Bank. The
dividend practice of 1* Centennial Bank, like our dividend practice, will depend upon its earnings, financial position,
current and anticipated cash requirements and other factors deemed relevant by 1% Centennial Bank’s board of
directors at that time. In addition, during any period in which 1* Centennial has deferred payment of interest otherwise
due and payable on its subordinated debt securities, we may not make any dividends or distributions with respect to
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our capital stock. See “Item 1, Business — Recent Developments” and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Capital Resources.”

1 Centennial Bank’s ability to pay cash dividends to us is also subject to certain legal limitations. Under California

law, banks may declare a cash dividend out of their net profits up to the lesser of retained earnings or the net income
for the last three fiscal years (less any distributions made to stockholders during such period), or with the prior written
approval of the Commissioner of Financial Institutions, in an amount not exceeding the greatest of (i) the retained
earnings of the bank, (ii) the net income of the bank for its last fiscal year, or (iii) the net income of the bank for its
current fiscal year. In addition, under federal law, banks are prohibited from paying any dividends if after making
such payment they would fail to meet any of the minimum regulatory capital requirements. The federal regulators also
have the authority to prohibit banks from engaging in any business practices which are considered to be unsafe or
unsound, and in some circumstances the regulators might prohibit the payment of dividends on that basis even though
such payments would otherwise be permissible. '

Our ability to pay dividends is also limited by state corporation law. The Californiz General Corporation Law allows
us to pay dividends to our shareholders if our retained earnings equal at least the amount of the proposed dividend. If
we do not have sufficient retained earnings available for the proposed dividend, we may still pay a dividend to our
shareholders if we meet two conditions afier giving effect to the dividend. Those conditions are generally are as
follows: (i) our assets (exclusive of goodwill and deferred charges) would equal at least 1% times our liabilities; and
(ii) our current assets would equal at least our current liabilities or, if the average of our eamings before taxes on
income and before interest expense for two preceding fiscal years was less than the average of our interest expense for
such fiscal years, then our current assets must equal at least 1% times our current liabilities.

Shareholders are entitled to receive dividends only when and if declared by our board of directors. Although we paid
cash dividends in 2000 and 2001, and we have no intention to pay cash dividends in the foreseeable future. Instead,
we intend to retain our earnings for the purpose of supporting our future growth. However, since 1994 we have paid
eight stock dividends to our shareholders. The table below sets forth information concerning all dividends paid since
1** Centennial Bank opened in 1990. Dividends paid in 2000 through 2002 were paid by 1* Centennial Bancorp, and
dividends paid prior to 2000 were paid by 1* Centennial Bank.

Stock Cash Stock Cash
Year Dividends Dividends Year Dividends Dividends
2002 5% - 1997 7% -
2001 - S5¢ 1996 8% --
2000 5% 10¢ 1995 - 5% -
1999 - - 1994 5% -
1998 25% -

On March 7, 2003 1* Centennial paid a 5% stock dividend to shareholders of record February 7, 2003. Cash was paid
in lieu of fractional shares.

In addition, the practice of our board of directors is to review periodically the advisability of paying cash dividends
based on our earnings, financial position, current and anticipated cash requirements and other factors deemed relevant
by our board of directors at that time. In making any such assessment, the board of directors would consider among
other things our capital requirements as well as the capital requirements of 1% Centennial Bank and other factors
concerning both 1% Centennial Bancorp and 1% Centennial Bank, including the maintenance of an adequate allowance
for loan losses of 1% Centennial Bank.

Securities Authorized For Issuance Under Equity Compensation Plans
The following table provides information as of December 31, 2002, with respect to options outstanding and available

under our 2001 Stock Option Plan, as amended, which is our only equity compensaticn plan other than an employee
benefit plan meeting the qualification requirements of Section 401(a) of the Internal Revenue Code:
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Number of Securities Weighted-Average

to be Issued Exercise Price Number of Securities
Upon Exercise of - of Outstanding Remaining Available
. PlanCategory = Outstanding Options Options for Future Issuance
Equity compensation plans ‘ 268.223 $17.65 92.275

approved by security holders ........

Recent Sales of Unregistered Securities

The following information relates to securities of 1% Centennial Bancorp or its subsidiaries issued or sold within the
past three years which were not registered under the Securities Act of 1933, as amended (the “Securities Act”):

On July 11, 2002, Centennial Capital Trust I, a newly formed Delaware statutory business trust and a wholly-owned
subsidiary of 1* Centennial Bancorp, issued an aggregate of $6,000,000 of principal amount of Floating Rate
TRUPS® (Capital Trust Pass-through Securities) (the “Trust Preferred Securities”). Salomon Smith Barney, Inc.
acted as placement agent in connection with the offering of the Trust Preferred Securities with aggregate commission
of approximately $191,000 paid to Salomon Smith Barney, Inc. by Centennial Capital Trust I in connection with such
placement services. The securities issued by Centennial Capital Trust I are fully guaranteed by 1% Centennial with
respect to distributions and amounts payable upon liquidation, redemption or repayment. The entire proceeds to
Centennial Capital Trust I from the sale of the Trust Preferred Securities were used by Centennial Capital Trust I in
order to purchase $6,000,000 in principal amount of the Floating Rate Junior Subordinated Deferrable Interest
Debentures due 2032 issued by 1* Centennial Bancorp (the “Subordinated Debt Securities”). The Subordinated Debt
Securities bear a variable interest rate equal to LIBOR plus 3.65% (1.775% + 3.65% = 5.425% at December 31, 2002),
with a maximum rate of 12.5% through the first call date in July 2007. 1* Centennial used approximately $4 million
of the appreximately $5.8 million in net proceeds it received from the Subordinated Debt Securities to retire existing
long-tem debt. The Subordinated Debt Securities were not registered under the Securities Act in reliance on the
exemption set forth in Section 4(2) thereof.

The sale of the Trust Preferred Securities was part of a larger transaction arranged by Salomon Smith Barney, Inc.
pursuant to which the Trust Preferred Securities were deposited into a special purpose vehicle along with similar
securities issued by a number of other banks and the special purpose vehicle then issued its securities to the public (the
“Pooled TRUPS®”). The Pooled TRUPS® were sold by Salomon Smith Barney, Inc. only (i) to those entities
Salomon Smith Barney, Inc. reasonably believed were qualified institutional buyers (as defined in Rule 144A under
the Securities Act), (ii) to “accredited investors” (as defined in Rule 501(a)(1), (2), (3) or (7) or Regulation D
promulgated under the Securities Act) or (iii) in offshore transactions in compliance with Rule 903 of Regulation S
under the Securities Act. The Trust Preferred Securities were not registered under the Securities Act in reliance on
exemptions set forth in Rule 144A, Regulation D and Regulation S, as applicable.
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ITEM 6. MANAGEMENT’S BDISCUSSICN AND ANALYSES OF FINANCIAL CONDITION AND RESULTS
OF OPERATION

This discussion presents Management s analysis of the financial condition and results of operations of 1 Centennial'
as of and for each of the years in the three-year period ended December 31, 2002 and includes the statistical
disclosures required by SEC Guide 3 (“Statistical Disclosure by Company Holding Companies”). The discussion
should be read in conjunction with the financial statements of 1* Centennial and the notes reiated thereto which appear
elsewhere in this Form 10-KSB Annual Report (see Item 7 below).

Statements contained in this report that are not purely historical are forward looking statements within the meaning of
Section 21E of the Securities Exchange Act of 1934 as amended, including our expectations, intentions, beliefs, or
strategies regarding the future. All forward-looking statements concerning economic conditions, rates of growth, rates
of income or values as may be included in this document are based on information available to us on the date noted,
and we assume no obligation to update any such forward-looking statements. It is important to note that our actual
results could materially differ from those in such forward-looking statements. Factors that could cause actual results
to differ materially from those in such forward-looking statements are fluctuations in interest rates, inflation,
government regulations, economic conditions, customer disintermediation and competitive product and pricing
pressures in the geographic and business areas in which we conduct our operation

Selected Finaneial Data

You should read the selected financial data presented below in conjunction with our audited consclidated financial
statements, including the related notes and “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,” included in this Annual Report. The selected financial data as of December 31, 2002 and
2001 and for each of the years in the three year period ended December 31, 2002 is derived from our audited
consolidated financial statements and related notes, which are included in this Annual Report. The selected financial
data for prior years is derived from our audited consolidated financial statements which are not included in this Annual
Report. All per share information has been adjusted for stock splits and dividends declared from time to time.

As of and For the Years Ended December 31,
2092} 2001* 2000 1999 1958’

{Dollars in Thousands, except per share data)

Income Statement:

INTETESt INCOME ...cvinieiiiee et sne e $14,494 $10,804 £7,989 $5,976 $5,039
Interest expense 2,377 2,694 2,331 1,586 1,694
Net interest income before provision for loan losses....... 12,117 8,110 5,658 4,390 3,345
Provision for 10an 108S€S......c.cvviercvmrurvianrevinrrenrenrveniesnienns 477 411 630 225 50
NONINLETESt IMNCOIME c.overviriecerriereenrrsresssresssseiesresasaecons 2,424 1,993 2,041 1,035 977
NONINLETESt EXPENSE ..ovvovvrreevirvreeeeerrreesesraceerervassmsnssnssenns 11,556 8,070 5,690 4,152 3,452
Income before income tax eXpenses.........cccovvveveverrecnveias 2,508 1,622 1,379 1,048 820
INCOME taX EXPENSE ...cccvueririicrrreeriieee st arene 802 575 472 319 193
INELINCOME c.veeeeiiccireieerre e siee st e sece st esebrabensbaeseree 1,706 1,047 907 729 627
Share Data:

Eamings per share:

BAaSIC.ovvieieteeitrinsescentes et en et er et $1.42 $1.12 $1.23 $0.96 $0.85

DIULED ..voverreeinre ettt rer e 1.41 1.11 1.16 0.89 0.78
Weighted average common shares outstanding’®

BaSIC. . cueireiiiririenriiretires st vesesaaet e ces e anbenn 1,201,887 935,602 737,388 762,292 741,870

DiIlULEd ..o et 1,213,182 946,737 784,226 815,797 802,637

! As used throughout this Annual Report, the term includes, as appropriate, both 1 Centennial Bancorp and 1*
Centennial Bank.

? Data prior to December 23, 1999 (the effective date of the holding company reorganization) is for 1st Centennial
Bank only and thereafter is for 1st Centennial and subsidiaries on a consolidated basis; data beginning August 17,
2001 includes the operations of Palomar Community Bank (merged into 1st Centennial Bank effective May 24, 2002).
* As adjusted to give retroactive effect to stock splits and dividends.

(Table and footnotes continued on following page.)
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As of and For the Years Ended December 31,
2002° 2091° 2000 1999* 1998°

(Dollars in Thousands, except per share data)
Balance Sheets:
TOMAl @SSELS .ovvvveivcecriiiieiasicieeresenieenseecreenanesensiserrananans $207,858 $198,026 $94,111 $76,007 $69,594

Securities.... 32,822 34,014 9,481 8,003 9,488

Net loans®... 141,112 125,695 58,774 52,382 40,203

Total deposits............. 183,188 174,328 86,381 69,140 63,325

Total stockholders’ €qUIty .......cccovvvierrinnniiurerserceeerenanniins 17,193 15,272 6,870 6,328 5818
Performance Ratios:

Retum on average equity’ 10.47% 10.20% 13.74% 12.01% 11.43%

Retumn on average assets®. 0.83% 0.77% 1.07% 1.10% 0.98%

Net interest margin’...... 6.75% 6.84% 7.57% 6.96% 5.91%

Efficiency 1at0% oo 79.47% 79.88% 73.91% 76.39% 79.08%

Net loans to total deposits at period end.... 77.03% 72.10% 68.04% 75.76% 63.49%

Dividend payout Tatio’ ...........evverrvoeneronsvsseeeesssssseenne - 4.46% 8.13% - -
Capital Ratios:

Average stockholders’ equity to average total assets....... 7.99% 5.35% 7.34% 8.34% 10.11%

Tier 1 capital to average assets.................. 8.28% 5.69% 8.12% 8.44% 8.52%

Tier 1 capital to total risk-weighted assets. 10.87% 8.30% 10.24% 10.30% 11.52%

Total capital to total risk-weighted assets........ccrveerrnnenn, 13.27% 11.07% 11.49% 11.22% 12.37%
Asset Quality Ratios:

Nonperforming loans to total gross loans'®...........cc........ 0.41% 0.19% 0.42% 0.52% 0.79%

Nonperforming assets to total loans

and other real estate owned' ....ooooveveiviecierens 0.41% 0.19% 0.19% 0.11% 0.80%
Net loan charge-offs to average total loans........c..coveeee.. 0.12% 0.25% 0.61% 0.16% 0.29%
Allowance for loan losses to
total gross loans at period end .......cccocovvvericrncrnernnnnnns 1.24% 1.15% 1.45% 1.09% 1.06%
Allowance for loan losses to nonperforming loans.......... 303.42% 605.80% 775.00% 952.46% 132.42%

Critical Accounting Policies

1¥ Centennial’s financial statements are prepared in accordance with accounting principles generally accepted in the
U.S. The financial information contained within these statements is, to a significant extent, based on approximate
measures of the financial effects of transactions and events that have already occurred. Based on its consideration of
accounting policies that involve the most complex and subjective decisions and assessments, Management has
identified its most critical accounting policy to be that related to the allowance for loan losses. 1% Centennial
Bancorp’s allowance for loan loss methodologies incorporate a variety of risk considerations, both quantitative and
qualitative, in establishing an allowance for loan loss that Management believes is appropriate at each reporting date.

Quantitative factors include our historical loss experience, delinquency and charge-off trends, collateral values,
changes in nonperforming loans, and other factors. Quantitative factors also incorporate known information about
individual loans, including borrowers’ sensitivity to interest rate movements and borrowers’ sensitivity to quantifiable
external factors including commodity and finished good prices as well as acts of nature (earthquakes, floods, fires,
etc.) that occur in a particular period.

Qualitative factors include the general economic environment in our markets, including economic conditions in
Southern California and in particular, the state of certain industries. Size and complexity of individual credits in

(Certain footnotes appear on previous page.)

* Loans are net the allowance for loan losses and deferred fees.

* Net income divided by average stockholders’ equity.

8 Net income divided by average total assets.

7 Net interest income as a percentage of average interest-earning assets.

¥ Ratio of noninterest expense to the sum of net interest income before provision for loan losses and total noninterest
income excluding securities gains and losses.

® Dividends declared per share divided by basic earnings per share.
' Nonperforming loans consist of nonaccrual loans, loans past due 90 days or more and restructured loans.

"' Nonperforming assets consist of nonperforming loans and other assets, including other real estate owned.
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relation to lending officers’ background and experience levels, loan structure, extent and nature of waivers of existing
loan policies and pace of portfolio growth are other qualitative factors that are considered in our methodologies.

As 1* Centennial adds new products, increases the complexity of its loan portfolio, and expands its geographic
coverage, it will enhance its methodologies tc keep pace with the size and complexity of the loan portfolio.
Management might report a materially different amount for the provision for loan losses in the statement of operations
to change the allowance for loan losses if its assessment of the above factors were different. This discussion and
analysis should be read in conjunction with 1% Centennial’s financial statements and the accompanying notes
presented elsewhere herein, as well as the portion of this Management’s Discussion and Analysis section entitled “—
Financial Condition — Allowance for Loan Losses.” Although Management believes the level of the allowance as of
December 31, 2002 is adequate to absorb losses inherent in the loan portfolio, a decline in the regional economy may
result in increasing losses that cannot reasonably be predicted at this time.

Results of Operations
General

1 Centennial reported net earnings of $1,706,000 for the year ended December 31, 2002, which represents an increase
of $659,000 or 62.9%, over net earnings of $1,047,000 for the year ended December 31, 2001. Net earnings for 2001
increased $140,000 or 15.4%, over net earnings of $907,000 for the year ended December 31, 2000. The increase in
net income from 2001 to 2002 is from a full year of income from Palomar Community Bank (first as a separate
subsidiary and later as a division of 1% Centennial Bank) in 2002 versus only 4% months in 2001, as well as interest
and fees generated by strong loan demand, coupled with a decline in the cost of funds. The increase in net earnings
from 2000 to 2001 was due to 4% months of consolidated eamnings from Palomar Community Bank in 2001, and an
increase in the volume of loans resulting largely from the Palomar acquisition.

Basic earnings per share, as adjusted to give effect to stock dividends, were $1.42, $1.12 and $1.23 for the years
ending December 31, 2002, 2001 and 2000, respectively. Diluted earnings per share, adjusted for the effects of the
exercise of stock options and stock dividends were $1.41, $1.11, and $1.16 for the years ending December 31, 2002,
2001, and 2000, respectively. The increase in basic and diluted earnings per share from 2001 to 2002 can be attributed
to a 62.9% increase in net earnings in 2002 over 2001 without a substantial increase in the number of average shares
outstanding during 2002. The decrease in basic and diluted earnings per share in 2001 from 2000 was due primarily to
1* Centennial’s secondary offering of common stock in 2001.

Return on average assets was 0.83% for 2002, compared to 0.77% for 2001 and 1.07% for 2000. Return on average
stockholders equity was 10.47% for 2002, compared to 10.20% for 2001 and 13.74% for 2000. The increase from
2001 to 2002 was a result of increased earnings, primarily interest and fees on loans, as volume increased, and a
decrease in the cost of funds. The decrease from 2000 to 2001 was due to the August 2001 acquisition of Palomar
Community Bank, which increased assets by approximately $90 million and equity by $10.5 million, without the
corresponding full-year’s income.

Net Interest Income and Net Interest Margin

Net interest income is the difference between interest earned on loans and investments and interest paid on deposits
and cther borrowings. Net interest income totaled $12.1 million for the year ended December 31, 2002, up 49.3% from
$8.1 million for the year ended December 31, 2001, which in turn was up 44.6% from $5.6 million in 2000. Factors
contributing to the growth of net interest income during 2002 were the presence of Palomar Community Bank (first as
a separate subsidiary and later as a division of 1" Centennial Bank) for the entire year compared to only 4 % months in
2001, as well as continued strong growth in interest and fees from construction and real estate loans. The primary
factor contributing to the growth of net interest income during 2001 was the acquisition of Palomar Community Bank,
although an increase in volume of loans made, fees and interest income from construction loans also contributed to the
increase in 2001.

Average earning assets increased $14.9 million, or 9.1% to $179.4 miilion in 2002, compared to an increase of $89.8
million or 120.2% to $164.5 million in 2001, and an increase of $14.2 million, or 21%, to $74.7 million in 2000. The
increase in average earning assets in 2002 was due to a 13.3% increase in average loans in 2002 over 2001. The
primary reason for the increase in earnings assets in 2001 over 2000 was the acquisition of Palomar Community Bank.
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The net interest margin was 6.75%, 6.84%, and 7.57% for the years ended December 31, 2002, 2001 and 2000,
respectively. The primary reason for the decrease in net interest margin in 2002 from 2001 was due to the continued
historical low interest rate environment, as well as an increase in the average balance of other borrowings and
redeemable preferred securities issued by 1* Centennial in 2002. However, the effect of the low interest rates and
increase in other borrowings in 2002 was largely offset by the fact that a majority of our variable rate loans are at their
interest rate floors, and are therefore likely to have a higher yield than the prime rate index plus a percentage, so that
the overall decrease in the net interest margin was only nine basis points. The decrease in 2001 versus 2000 was the
result of the decrease in interest rates, as well as the fact that most of the deposits acquired in the acquisition of
Palomar Community Bank in August 2001 were higher paying, and most of loans acquired in that transaction were
lower-yielding than most of 1* Centennial’s then existing loans and deposits.

The following table shows 1¥ Centennial Bancorp’s average balances of earning assets, and interest-bearing liabilities;
the amount of interest income and interest expense; the average yield or rate for each category of interest-earning
assets and interest-bearing liabilities; and the net interest income and the net interest margin for the periods indicated:

Distribution, Rate and Yield Analysis of Net Income

For the Years Ended December 31,

2002 2001 2000
Interest Interest Hnterest
Average Income/ Average Average Income/ Average" Average Income/ Avera|
Balance Expense Rate/Yieid Baiance Expense  Rate/Yield Balance Expense Rate/Yi
(Dollars in Thousands)
nterest-earning Assets: .
Federal funds sold........ccorverveirirvrriieenne, $ 9,465 $152 1.61% $ 20,093 $ 385 3.28% 3 7,408 $ 454 6.13¢
[nterest-bearing deposits
in financial inSHUHONS. ......cverereriarrinennas 4,746 220 4.64% 6,570 298 5.78% 3,620 219 6.05¢
nvestment securities:
Taxable™. ... 26,904 1,350 5.02% 15,817 762 6.67% 4,414 257 5.85¢
Non-taxable . 4,140 186 4.49% 3,662 158 431% 3461 158 4.57¢
Total INVESIMENtS....cvveviinrericrricereerirenann, 45,255 1,536 3.39% 46,142 1,603 5.01% 18,903 1,088 5.76¢
0AN5™ ...t 134,169 12,586 9.38% 118,428 9.201 10.63% 55,822 6,801 12.36¢
Total interest-eamning assets........cc.o.vev.n. $179.424 $14,494 8.08% $164.570 $10.8304 9.11% $74.325 $7,98% 10.69¢
nterest-bearing Liabilities:
nterest-bearing deposits
Interest-bearing demand deposits..........ccne. $19,209 341 0.21% $ 17455 3 54 0.45% 310,131 $ 119 1.178
Money market deposits................. . 33,793 299 0.88% 37,429 621 2.00% 13,611 550 4.04¢
Savings dePOSits o.oececeererarecererernesiasaisiecnans 18,145 98 0.55% 14,554 153 141% 9,609 239 2498
Time deposits $100,000 or greater................. 30,260 936 3.09% 25,211 981 4.94% 12,859 727 5.65%
Other time deposits...........cccovcerernne . 30,667 673 2.19% 36489 806 4.11% 11,590 650 5.61%
Total interest-bearing deposits .. $132.074 $2.047 1.55% $131,138 $ 2615 2.11% $57.800 $2,285 3.959
Other bOITOWINES ....ccovveecerireeecceneernacennans 3,920 166 4.23% 1,392 79 5.68% 758 46 6.07%
Redeemable preferred securities
of subsidiary trust holding solely
junior subordinated debentures ..........c........ 3,046 164 5.38% -- -- - - - -
Total interest-bearing labilities ............... $139.040 §23717 1.71% $132,530 3 2694 2.85% $58.558 32331 3.98%
Net interest iNCOME .....evvvevreiieeereererriiverareens $12,117 $ 8,110 : $ 5,658
Net interest margin®........c..cccoecemvreriennrennnn, 6.75% 6.84% 7.57%

The net interest margin measures net interest income as a percentage of average earning assets. The net interest
margin can be affected by changes in the yield on earning assets and the cost of interest-bearing liabilities, as well as

2 Average rates/yields for 2001 have been adjusted to reflect the ownership of Palomar Community Bank for 4%
months in 2001.
"*Yields on income have been computed on a tax equivalent basis, except for municipal securities, because the
amounts are minimal. ’
" Loans are gross, which excludes the allowance for loan losses, and net of deferred fees. Nonaccrual loans are
included in the table for computation purposes, but the foregone interest of such loans is excluded. Loan fees were
approximately $1,901,000, $1,194,000 and $631,000 for the years ended December 31, 2002, 2001 and 2000,
respectively.
'* Net interest income as a percentage of average interest-earning assets.
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changes in the level of interest-bearing liabilities in proportion to earning assets. The net interest margin can also be
affected by changes in the mix of earning assets as well as the mix of interest-bearing liabilities.

The cost of average interest-bearing liabilities decreased to 1.71% for 2002, compared to 2.85% in 2001 and 3.98% in
2000. For the most part, the decrease was due to a lower interest rate environment, reflective of the Federal Reserve
Board’s interest rate policy in 2002 and 2001.

Interest expense totaled $2.4 million in 2002, a decrease of 11.8% or $0.3 million from interest expense in 2001 of
$2.7 million. Interest expense increased by 15.6% to $2.7 million in 2001, compared to $2.3 million in 2000. Despite
the presence of Palomar (first as a separate subsidiary and later as a division of 1% Centennial Bank) for an entire year
in 2002 compared to only 4% months in 2001, interest expense decreased from 2001 to 2002 principally as a result of
the continued historical low interest rate environment in 2002. In addition, interest expense decreased in 2002 due to a
shift in the deposit mix, which caused a 30.1% increase in non-interest bearing demand deposits. In 2001, interest
expense increased despite the acquisition of Palomar Community Bank in August, 2001. This was also due to the low
interest rate environment that was experienced in 2001, and is evidenced by the decrease in the rate paid on total
deposits and other borrowings from 3.00% in 2000 to 2.15% in 2001.

Total interest income increased to $14.5 million in 2002, up from $10.8 million in 2001 and $8.0 million in 2000. The
increase in interest income in 2002 is primarily due to continued strong loan demand in the regions 1* Centennial
Bancorp serves, as well as the presence of Palomar Community Bank (first as a separate subsidiary and later as a
division of 1% Centennial Bank) for all of 2002, compared to only 4% months in 2001. Return on interest-earning
assets decreased to 8.08% in 2002, compared to 9.11% in 2001 and 10.65% in 2000, due to the historical low interest
rate environments in 2002 and 2001.

The following table sets forth, for the periods indicated, the dollar amount of changes in interest earned and paid for
interest-earning assets and interest-bearing liabilities, the amount of change attributable to changes in average daily
balances (volume), changes in interest rates (rate), and changes attributable to both the volume and rate (rate/volume):




Rate/Volume Analysis of Net Interest Income

Year Ended December 31, Year Ended December 31,
) 2002 vs. 2601 2001 vs. 2000
LAl Increases (Decreases) Increases (Decreases)
- - Due to Change In BDue to Chenge In
Rate/ Rate/
Volume Rate Yolume Total YVoiume Rate Yolume Total

(Dollars in Theusands)
Increase (Decrease) in Interest Income:

Federal funds Sold...........o...c..ccoorvrroene S (349 $ (336) $ 452 0§ (233 $ 778 $ (1) $ (636) § (69)
Interest-bearing deposits
in financial institutions ......cccoeevvecnes (105) (75) 102 (78) 178 (10) (89) 79
. 761 (254) 109 616 673 29 (197) 505
1,673 (1.480) 3192 3,385 7.738 (966) (4,472) 2,300

Total $_ 1,980 § (2,145) § 3855 § 3.690 $9.367 8(1.158) $ (5394 2813

Increase (Decrease) in Interest Expense:;

Interest-bearing demand deposits $ 8 § (42 $ 21 $ (13) $ 86 $ (M) § (78 $ (65)

Money market deposits ................ 73) 419) 170 (322) 962 (278) (614) 70
Savings deposits..........c.occercuninece. 51 (125) 20 (54) 123 (104) (106) (87)
Time deposits $100,000 or greater......... 249 (466) 171 (46) 698 (o1 (351 256
Other HMe depOSIS evrvornrrrreerrvcerrerieeonns (239) (701) 807 (133) 1,397 (174) (1,068) 155
Other bOITOWINGS ....oo.ccovnrireereiicenecns 144 20) 37 87 38 3 ) 34

Redeemable preferred securities
of subsidiary trust holding solely

junior subordinated debentures -- - 164 164 -- - - --
Total ..o $ 140 $ (1.773) $ 1316 $_(317) $3,304 723 $ (2.218) $ 363
Total change in net interest income ........... $_ 1.840 s__(372) $ 2339 $ 4.007 $6,063 3 (435 $ (3.176) $2,452

Provision for Loan Losses

Due to the credit risk inherent in the business of making loans, 1% Centennial Bank sets aside an allowance or reserve
for loan losses through charges to earnings. The charges are shown in the income statements as provision for loan
losses, and specifically identifiable and quantifiable losses are immediately charged off against the allowance. The
amount of the provision is determined by Management as that required to be added to bring the allowance to a level,
which is considered adequate to absorb losses inherent in the loan portfolio after net charge-offs have been deducted.
The amount of the provision is based on management’s regular review of the loan portfolio and consideration of such
factors as historical loss experience, general prevailing economic conditions, changes in the size and composition of
the loan portfolio and specific borrower considerations, including repayment ability and the estimated value of the
underlying collateral.

For the year ended December 31, 2002, the provision for loan losses was $477,000, compared to $411,000 and
$630,000 for 2001 and 2000, respectively. The increase in the provision from 2001 to 2002 was the result of
management’s refined methodology in determining adequate levels to the overall allowance and for growth in the loan
portfolio. The decrease in the provision from 2000 to 2001 was due to the fact that we acquired an additional
$603,000 in reserves in connection with the acquisition of Palomar Community Bank in August 2001. Cne of the
procedures used for monitoring the loan portfolio is migration analysis. Based on the results of this program, in
addition to management’s determination, the provision is increased or decreased. The procedures for monitoring the
adequacy of the Allowance, as well as detailed information concerning the allowance itself, are included in the
“Allowance for Loan Losses™ section.

' Yields on income have not been computed on a tax equivalent basis, because tax-exempt investments are minimal.
' Loans are gross, which excludes the allowance for loan losses, and net of deferred fees. Nonaccrual loans are
included in the table for computation purposes, but the foregone interest of such loans is excluded. Loan fees were
approximately $1,901,000, $1,194,000 and $631,000 for the years ended December 31, 2002, 2001 and 2000,
respectively.
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Other Income

Other income for 1* Centennial includes customer service fees, net gain from sale of loans, net gain or loss from sale
of investment securities, broker fee income, increases in the cash surrender value of life insurance policies, and other
miscellaneous income.

Customer service charges and fees decreased $99,00C and from 60.2% to 45.4% of total other income from 2001 to
2002, due to a lower collection rate of business account service charges, as well as an increase of fees waived on
Home Owners Association accounts where analysis charges are offset by earnings credits. These accounts are

principally maintained at 1% Centennial’s Escondido Branch and are expected to be profitable in the future due to
refined pricing established during 2002, Service charges and fees increased $516,000 and from 33.5% to 60.2% of
total other income from 2000 to 2001, as a direct result of the acquisition of Palomar Community Bank and increased
deposits at 1** Centennial. For 2002, low interest rates paid on interest-bearing deposits drove a 6.2% ($3.2 million)
shift to non-interest bearing accounts. Non-interest bearing accounts increased 30.1% during this period. Generally,
non-interest bearing accounts are charged a nominal fee or can be service charge free for maintaining a minimum
balance.

Gain on sale of loans increased to $547,000 in 2002, compared to $413,000 in 2001 and $277,000 in 2000, and
represented 22.6%, 20.7% and 13.6% of total income for 2002, 2001 and 2000, respectively. The increases in this
category, both in dollar volume and as a percentage of total other income, were due to an increase in volume cf loans
sold. 1% Centennial has identified the sale of loans as a viable, recurring source of other income, maintains this
department as a separate profit center to track the sale of loans and related expenses, and has established affiliations
with other banks, as well as the SBA, as sources to sell these loans at a gain.

Income from the increase in the cash surrender value of life insurance increased to $209,000 in 2002, compared to
$90,000 in 2001 and $75,000 in 2000, and represented 8.6%, 4.5% and 3.7% of total income for 2002, 2001 and 2000,
respectively. The increases in this category, again both in dollar volume and as a percentage of total other income,
were due to the addition of one life insurance policy in 2002, and several policies acquired in 2001. Broker fee income
increased from $73,000 in 2000, to $185,000 in 2001, and $316,000 in 2002, as a result of serviced participation loans
at 1* Centennial’s Escondido Branch (formerly Palomar Community Bank), and due to increased volume of loans
participated to others in 2002.

Total other income increased by $431,000 or 21.6% in 2002 to $2.4 million as compared to $2.0 million in 2001. This
increase is due to the cwnership of Palomar Community Bank (first as a separate subsidiary and later as a division of
1* Centennial Bank) for all of 2002 as compared to only 4% months in 2001, as well as income from the increase in
the cash surrender value of life insurance policies. The decrease of $48,000 from 2000 to 2001 is a result of the gain
on sale of $906,000 in 2000 for the sale of BancData Solutions. Excluding the gain on sale of BancData Sclutions
from 2000 other income, other income in 2001 increased by 75.6% or $858,000 over 2000.

The following table sets forth the various components of 1% Centennial Bancorp’s noninterest income for the periods
indicated: ’
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Other Income

For the Years
Ended December 31,
Yl o ik f Lo 2602 2001 2000
Percent Percent Percent
Amount of Total Amount of Total Amount of Total
, (Doltars in Thousands)

Customer Service fEes .........ocmreeurriiveveeriinnniinnes $1,101 45.42% $1,200 60.21% $ 684 33.51%
Gain from sale of loans 547 22.57% 413 20.72% 277 13.57%
Gain (loss) from sale of investment securi - - 16 0.80% 11 0.54%
Gain from sale of BancData Solutions, Inc. ........... - - -- - 906 44.39%
Increase in cash surrender value of life insurance .. 209 8.62% 90 4.52% 75 3.67%
Broker fee iNCOME........vvviuiiniiirencnricsenennne 316 13.04% 185 9.28% 73 3.58%
Other iNCOME ....cvvrvereriiiercerr e ten s 251 10.35% 89 4.47% 15 0.74%
Total noninterest iNCOME ....cvoverveerrnirsns e §2.424 100.00% - $£1,993 100.00% $2.041 100.00%
As a percentage of average eamning assets.............. 1.36% —121% _213%

Other Expenses

Total other expenses, at $11.6 million for 2002, exceeded the 2001 level of $8.1 million by $3.5 million, or 43.2%,
principally as a result of the addition of Palomar (first as a separate subsidiary and later as a division of 1* Centennial
Bank) for an entire year in 2002, as compared to only 4} month in 2001, and increased from 4.90% to 6.44% as a
percentage of average earning assets. In addition, the expansion of our Real Estate/Construction Loan Division and
additional staffing to support the growth of 1* Centennial contributed to increases in other expenses. The decrease in
other expenses as a percentage of average earning assets to 4.90% in 2001 from 7.61% in 2000 was a result of
incurring 4’4 months of expenses versus the full year’s growth in assets due to the acquisition of Palomar Community
Bank in August 2001,

In 2002, salaries, wages and employee benefits increased $1.7 million over 2001 but decreased slightly as a percentage
of total other expenses to 52.4% in 2002 compared to 54.1% in 2001. This increase was partially due to the addition
of Palomar (first as a separate subsidiary and later as a division of 1" Centennial Bank) for an entire year, and for
added staffing to support growth. In 2001, salaries, wages and employee benefits increased by $1.5 million, or 50.9%
over 2000, and from 50.8% to 54.1% of total other expenses for this same period. The increase from 2000 to 2001
was due to the acquisition of Palomar Community Bank and internal growth.

For 2002, net occupancy expenses increased $294,000 over the $1.1 million in 2001, but decreased as a percentage of
total other expenses to 12.1% in 2002 from 13.6% in 2001. Net occupancy expenses have increased due to the need
for increased space for 1% Centennial’s growth. Included in net occupancy expenses, are expenses for premises, rent,
equipment and repair, as well as costs for computer hardware and software depreciation. In 2001, net occupancy
expense increased $583,000 from 2000 and from 9.1% to 13.6% of total other expenses, due to additional occupancy
expense for the Palomar Community Bank facility and for expansion in the Real Estate/Construction Division to a
separate loan production office. Previously, the Real Estate/Construction Division shared offices with our main
branch and administrative office.

Professional fees, which include legal fees, accounting fees, marketing consultant fees, Information Technology fees,
and other professional fees increased $552,000 in 2002 from 2001 and increased as a percentage of total other
expenses to 10.3% in 2002 from 7.8% in 2001. These increases were anticipated as 1* Centennial expanded its service
area and products, as well as enhancing its computer network systems and upgrading its data processing vendor. The
increase also resulted in part from increased professional fees due to the merger of Palomar Community Bank into 1%
Centennial Bank in 2002. The decrease of $121,000 in professional fees from $754,000 in 2000 was due to higher
litigation expenses in 2000 when compared to 2001. The litigation expense in 2000 related primarily to an action filed
by a former employee in February 1998. The trial of this action occurred during 2000 with a jury verdict returned in
plaintiff’s favor in October 2000, which verdict 1* Centennial subsequently appealed. The action was subsequently
settled on July 10, 2002 at a cost to 1* Centennial of $425,000. Legal settlement amounts of $193,000 and $232,000
were expensed by 1% Centennial in 2001 and 2002, respectively, with respect to the settlement of this action.
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The following table sets forth the breakdown of noninterest expense for the periods indicated:

Other Expenses

For the Years
Ended December 31,
2002 2001 2000
Percent Percemt Percent
Amount of Total Amount  of Total Amount  of Total
(Dollars in Thousands)

Salaries, wages and

employee benefits 52.39% 34,365 54.09% $2,892 50.83%
Net occupancy expense 12.06% 1,100 13.63% 517 9.09%
Marketing 2.05% 265 3.28% 196 3.44%
Data processing fees 6.58% 462 5.72% 471 8.28%
Professional fees 10.25% 633 7.84% 754 13.25%
Postage, telephone, supplies 4.27% 389 4.82% 285 5.01%
Directors’ fees 1.31% 129 1.60% 70 1.23%
Legal settlement 2.01% 193 2.39% --
Other operating expense \ 9.08% 534 6.63% 505 8.87%

Total other expenses 100.00% $8,07¢ 100.00% $5,690 100.00%

As a percentage of
average earning assets 6.44% 4.90% 619
Efficiency ratio 79.47% 7/9.88% 73.919

Provision for Income Taxes

The provisicn for income taxes was $802,000 in 2002, compared to $575,000 in 2001 and $472,000 in 2000. For the
year ended December 31, 2002, the effective tax rate was 32.0%, compared to an effective tax rate of 35.5% in 2001
and 34.2% in 2000. These rates are below the standard combined Federal and state statutory rates as a result of the
following book to tax adjustments to income for each period: investment income for municipal bonds (federal tax
exempt) and for income on life insurance policies {tax exempt). These book to tax adjustments and income variances
from tax exempt assets cause fluctuations in the effective tax rates. The decrease in the effective rate in 2002 resuited
from a higher volume of tax exempt income from life insurance policies.

Financial Condition
Summary

1¥ Centennial’s total assets were $207.8 million at December 31, 2002, compared to $198.0 million and $94.1 million
at December 31, 2001 and 2000, respectively. This represented increases of 4.9% and 110.4% in 2002 and 2001,
respectively. The increase in total assets in 2002 was due to internally generated growth, most significantly in the loan
portfolio, and the increase in 2001 was primarily the result of the acquisition of Palomar Community Bank. Total loans
were $143.5 million at December 31, 2002, compared to $127.6 million and $60.0 million at December 31, 2001 and
2000, respectively, representing increases of 12.5% and 112.5% in 2002 and 2001, respectively. Total deposits were
$183.2 million at December 31, 2002, compared to $174.3 million and $86.4 million at December 31, 2001 and 2000,
respectively, representing increases of 5.1% and 101.7% in 2002 and 2001, respectively.

Denosits increased only 5.1% in 2002 due primarily to reductions in certain high-cost time deposits at Palomar
Community Bank. These reductions were expected due to the fact that Palomar Community Bank was previously a
savings and loan association until 1999, and therefore paid generally higher rates on time deposits than commercial
banks. Many of these time deposits matured in 2001 following our acquisition of Palomar Community Bank in
August 2001. The runoff continued to some extent into 2002 with the continued maturation of the remainder of these
high-cost time deposits. However, we have since successfully replaced those time deposits with Home Cwners
Association deposits. Deposit growth in 2001 was again primarily the resuit of the acquisition of Palomar Community
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Bank. The most significant change in the mix of assets in 2002 was the increase in loans from 63.5% to 68.0% of total
assets. As a result of the fact that loans increased 12.5% in 2002 compared to deposit growth of only 5.1%, our loan-
to-deposit ratio increased from 72.1% at year-end 2001 to 77.0% at year-end 2002.

Total stockholders’ equity was $17.2 million at December 31, 2002, representing an increase of 12.4%, or $1.9 million
over December 31, 2001 stockholders’ equity of $15.3 million. Stockholders’ equity at December 31, 2001 increased
by 122%, or $8.4 million over December 31, 2000 amounts. The increase from 2001 to 2002 was primarily from
earnings from 1* Centennial. The large increase from 2000 to 2001 was due largely to a secondary offering of
common stock in 2001 to facilitate the purchase of Palomar Community Bank, as well as retained earnings from
operations.

Loan Portfolio

Total gross loans were $143.5 million at December 31, 2002, compared to $127.6 million and $60.0 million at
December 31, 2001 and 2000, respectively. Total gross loans represented 69.0% of total assets at December 31, 2002,
compared to 64.4% and 63.8% of total assets at December 31, 2001 and 2000, respectively. Total loans increased by
$16.0 million or 12.5% in 2002 and by $67.5 million or 112.5% in 2001. The increase in total gross loans in 2002 was
due to continued strong loan demand in our market areas, and the increase in 2001 was primarily the result of our
acquisition of Palomar Community Bank,

The composition of the loan portfolio changed from 2001 to 2002. The most significant changes are construction
loans increasing to 37.1% of the total loan portfolio at December 31, 2002 from 29.7% at December 31, 2001, and
morigage loans decreasing to 30.9% at December 31, 2002 from 38.5% at December 31, 2001, This shift was due to
the sale of approximately $4 million of mortgage loans during the year, as well as early pay-offs due to refinancing.
The overall strong growth in construction loans continues to be fueled by the demand for affordable housing in San
Bernardino, Riverside and San Diego Counties, and the current low mortgage interest rate environment.

The following table sets forth the composition of 1% Centennial Bancorp’s loan portfolio as of the dates indicated:

Loan Portfolie Composition

As of December 31,
2002 2001 2000 1999 1998
Percent Percent Percent Percent Percent
Amount of Total Amount of Total Amount of Total Amount of Total Amount of Total

(Dollars in Thousands)

Real estate loans:

Construction and development .............coevuvenne. $ 53,246 37.12% $ 37,950 29.75% $14,358 23.92%  $15,248 28.67% $ 4977 12.13%
MOrtgage 10anS ......cv.cveirirecmeriererererensenserenennes 44,272 30.86% 49,127  3851% 16272  27.11% 12,533  23.56% 11,320 27.59%
Commercial 10ans ..........occoceverecrerccinneriorernenensns 38,049 26.52% 30,581 23.97% 21,583 35.96% 18,686 35.13% 16,674 40.64%
Automobile 108N5 .....cuveiirciccreec s 1,574 1.10% 2,399 1.88% 3,036 5.06% 2,468 4.64% 2,563 6.25%
Indirect loans........ 9 0.01% 583 0.46% 1,063 1.77% 1,845 3.47% 3,348 8.16%
Equity 10ans c...covunverrecrene v 4,953 3.45% 4,759 3.73% 1,887 3.14% 876 1.65% 149 037%
Consumer and other 10ans........c..ccocvvnecienenicrnnnne 1,351 0.94% 2,161 1.70% 1.827 3.04% 1,531 2.88% 1995 _ 4.86%
Total gross 10anSs.......cvccmucisirccnenroneirennnns $143,454  10000% 127,560 10000% 60,026 100.00% 53,187 100.00% 41,026 100.00%
Unearned inCome........oovuiivenmrvecnerernenenns (570) (405) (384) (224) (391)
Allowance for 10an 10SS€S......ovcveririnirecssininenns (1.772) (1.460) (868) (581) (433)
Total NEt 08NS ...cuvveceeeciernecererenrinesecssen v $141,112 $125.695 $58,774 $52,382 $40,202

Real Estate — Construction

1 Centennial makes loans to finance the construction of residential and commercial properties and to finance land
acquisition and development. Construction and development loans are obtained principally through solicitations by 1%
Centennial and through continued business from builders and developers who have previously borrowed from 1*
Centennial. When the total amount of a loan would otherwise exceed 1% Centennial’s legal lending limit, 1%
Centennial sells participation interests to other financial institutions to facilitate the extension of credit.
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1% Centennial’s owner-occupied single-family construction loans typically have a maturity of twelve months.
Construction-to-permanent loans are secured by 2 deed of trust and usually do not exceed 90% of the appraised value
of the home to be built with a minimum of 10% equity. Construction only loans do not exceed 80% of the appraised
value of the home to be built with a minimum of 10% equity. All owner-occupied single-family construction
borrowers have been pre-qualified for long-term loans using Fannie Mae underwriting guidelines. All underwriting on
tracts and commercial construction where a portion or al! of the property will be leased to a third party is done in
conformity with a discounted cash flow analysis.

* In connection with land acquisition loans to developers, we require the subject property to have a tentative map and be
free of adverse environmental issues. Further, these loans are only made to experienced and financially sound
developers in areas where demand and acceptable absorption can be adequately demonstrated to us. The land loans
have a floating rate, which is tied to the prime rate. The loan to value on raw land does not exceed 50% of the
appraised value and 65% of the appraised value when offsite improvements are financed. The loans are secured by a
first deed of trust and require the principal to personally guarantee repayment of the loan. Loan commitment and
origination fees of 1.5% to 2% are usually charged.

Construction loans for the purpose of acquiring unimproved land and developing such land into improved residential
lots typically have a maturity of 12 to 18 months and are tied to a floating rate with the prime rate as the index. These
loans do not exceed 65% of the appraised value and are secured by a first deed of trust. The principal or principals are
required to personally guarantee repayment of the loan. To further reduce risk inherent in construction lending, ¥
Centennial limits the number of properties which can be constructed on a “speculative” or unsold basis contingent
upon absorption rates detailed by an approved appraiser and subject to final review and, if the loan amount is in excess
of approved lending authority, approval by 1¥ Centennial’s Loan Committee.

1* Centennial’s underwriting criteria is designed to evaluate and minimize the risk of each construction loan. A wide
variety of factors are carefully considered before originating a construction loan, including the availability of
permanent financing to the borrower (which may be provided by 1% Centennial at prevailing market rates); the
reputation of the borrower and the contractor; independent valuations and reviews of cost estimates; pre-construction
sale information, and cash flow projections of the borrower. At the time of 1% Centennial’s origination of a
construction loan to a builder, the builder often has a signed ccntract with a purchaser for the sale of the “to-be-
constructed” house, thereby providing reasonable assurance of a repayment source and mitigation of 1% Centennial’s
underwriting risks. To further reduce risk inherent in construction lending, 1% Centennial limits the number of
properties, which can be constructed on a “speculative™ or unsold basis contingent upon absorption rates detailed by an
approved appraiser and subject to final review and approval by 1* Centennial’s Real Estate Department Manager.
Moreover, 1* Centennial controls certain risks associated with construction lending via a fund disbursement/voucher-
control system requiring builders to submit itemized bills to 1% Centennial (along with appropriate lien releases), and
by paying the subcontractors directly. For a contractor meeting specific criteria, loan funds may be disbursed under a
“draw” system, directly to the contractor.

Commercial construction loans are underwritten using the actual or estimated cash flow the secured real property
would provide to an investor (“Income Approach”) in the event of a default by the borrower. A debt coverage ratio of
1.25:1 and a maximum loan-to-value of 75% are required in most cases.

Mortgage Loans

As an accommodation, we occasionally offer 1% trust deed mortgages for single-family residences on either a fixed or
variable rate basis; however, the majority of new mortgage loan originations are scld to a third party.

1 Centennial Bank places mortgage loans through its loan agents to traditional mortgage lenders. Prior to placement,
we perform a full underwriting process which includes customary disclosures to the borrower, such as broker
notification and good faith estimate; obtaining credit reports, opening title and escrow; ordering the appraisal;
verifying employment and account information, etc. These loans are underwritten to Fannie Mae and Freddie Mac
guidelines. On occasion, as an accommodation, we will make loans secured by a first trust deed on a primary or
secondary residence, with maturities of 5 to 10 years. In those instances, the required disclosures are made, a credit
report obtained, financial informaticn analyzed, appraisal obtained, flood hazard certificate obtained, and appropriate
fire and casualty insurance coverage placed. Loan to value ratios on these loans typically do not exceed 80% and the
borrower must demonstrate historic cash flow to service the payments.

30




Real Estate — Commercial

In order to accommodate existing customers and to solicit new commercial loan and deposit relationships, 1%
Centennial originates permanent loans secured by owner-occupied commercial real estate (investor-owned real estate
is only considered on an exception basis as an accommodation to substantial existing customers). 1% Centennial’s
commercial real estate portfolio primarily includes loans secured by small office buildings and commercial/industrial
real properties. Commercial real estate loans may be secured by a combination of both commercial and single-family
properties,

In addition to the strength and experience of the borrower, location is one of the most important factors in commercial
real estate lending. Typically, we will lend up to 75% of an independently appraised value (or evaluation of value for
loans under $250,000) and require that the borrower have historical cash flow sufficient to demonstrate a 1.25 times
debt coverage ratio. It is also important that the subject property be free from environmental contamination issues.
We require the borrower to complete an environmental assessment to ensure that the property is free of contamination.

In connection with our commercial real estate loans, we check a variety of credit sources to ensure that the borrower
has a satisfactory credit history, and require at least three years of annual financial statement information and a current
interim financial statements for analysis to determine if the borrower has the financial strength to sustain unforeseen
adverse events and sufficient capacity to service its obligations in a timely manner. We secure these loans with either
a first or second deed of trust on the subject property and requires sufficient insurance with 1% Centennial named as
loss payee. For investor properties, we require that borrowers provide to us annual rent rolls to enable us to analyze
the income generated from the property as well as annual financial information for the borrower to monitor the
financial health on a going forward basis.

At December 31, 2002, 1* Centennial had outstanding real estate secured loans totaling $97.5 million.
Business Loans

1* Centennial’s commercial loans consist of (i) loans secured by commercial real estate and (ii) business loans, which
are not secured by real estate, or if secured by real estate, the principal source of repayment is expected to be from
business income, operating cash flows, etc. For a discussion of 1* Centennial’s loans secured by commercial real
estate lending see “~ Real Estate — Commercial.” Business loans include revolving lines of credit, working capital
loans, equipment financing, letters of credit and inventory financing. Loans to business are underwritten using the
three C’s of credit...character, capacity, and credit. It is important to know your borrower. In that regard we check a
variety of credit sources to verify that the borrower has a history of satisfactorily discharging its obligations according
to terms; we require at least three years of annual financial statements and a current interim statement for analysis. It
is important to demonstrate that historical cash flows are sufficient to service not only the subject loan, but also all
other obligations of the borrower. We typically require a debt coverage ratio of 1.25 for term loans. On loans where
accounts receivable and/or inventory is financed, periodic AR and AP agings are required in order to monitor the
integrity of the loan vis-a-vis the collateral. Under certain limited circumstances unsecured loans may be made, but
even when we make unsecured loans we protect ourself by ensuring that appropriate insurance is in place naming us as
loss payee, and we require periodic financial information be provided to us in order to monitor the loan during the term
of the arrangement. Term loans may be made to support asset growth. Independent sources are used to establish
collateral values. Typically, advances represent up to 80% of the asset financed.

At December 31, 2002, 1* Centennial had business loans totaling $38.0 million, representing 26.5% of 1% Centennial’s
loan portfolio.

Typically, business loans are floating rate obligations and are made for terms of 5 years or less, depending on the
purpose of the loan and the collateral. No single business customer accounted for more than 3% of total loans at
December 31, 2002.

Consumer and Other Loans
The consumer loans originated by 1¥ Centennial include automobile loans and miscellaneous other consumer loans,

including unsecured loans, home lines of credit and credit card accounts. At December 31, 2002, consumer loans
totaled $7.9 million, or 5.5% of 1* Centennial Bancorp’s loan portfolio.
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We underwrite these loans based on a satisfactory credit history, verifiable, stable income, with maximum debt ratios
of 50%, and satisfactory financial information. When personal property collateral is taken, we take 2 first position
security interesting the collateral, obtain an independent evaluation of value of the collateral, and ensure that
appropriate insurance is in place with us named as beneficiary, If real estate is taken as collateral, then we are
typically in either a first or second trust deed position, appropriately margined, requiring the borrower to have
reasonable equity in the asset being financed. We are also named as loss payee cn the insurance, and an appraisal or
evaluation of value is made to establish an independent value of the real property being financed. If required, an
environmental questionnaire is completed by the borrower and/or and environmental report is obtained from an
authorized environmental firm to ensure that the subject property if free of hazardous or other environmental concerns.
Loans are monitored through various reports generated by the loan system.

Loan Maturities and Sensitivity to Changes in Interest Rates, The following table shows the maturity distribution
and repricing intervals of 1* Centennial’s outstanding loans as of December 31, 2002. In addition, the table shows the
distribution of such loans between those with variable or floating interest rates and those with fixed or predetermined
interest rates. The table includes nonaccrual loans of $394,000. Loan amounts are shown before deferred loan fees
and before the allowance for loan losses.

Loan Maturities and Repricing Schedule

As of December 31, 2002
After One
Within One By Within After Five
Year Five Years Years Total

(Dollars in Thousands)
Real estate loans:

Construction and development........... $ 50,409 $ 2,609 $ 228 § 53,246

Mortgage 10ans......cccconevinivcninnenenns 7,200 8,689 28,383 44,272
Commercial loans......cccoceeireeenvenrerennnn 17,096 12,463 8,490 38,049
Automobile 10an8.......ccovvvrevevvireeeeerann. 70 1,413 91 1,574
Indirect 10ans ......ccccoceviiveereieneiee s 4 5 - 9
Equity 10ans .....cooceecviennieenninenecnnienane 228 317 4,408 4,953
Consumer and other loans............coeuee. -- 25 1.326 1351

Total I0ans.........coveeverievieeivereerernne e $ 75,007 25,52 $ 42926 $143.454
Loans with variable

(floating ) interest rates ..........covenenen. S 27.856 6,51 $ -~ $ 34373
Loans with predetermined

(fixed) interest 1ates ......c....ommervrrerennn. $ 66,842 $ 18,514 $ 23,725 $109,081"

Approximately 76.0% or $109.1 million of 1¥ Centennial’s loan portfolic at December 31, 2002 was classified as
being at fixed rates, compared to 45.5% or $58.0 million, at December 31, 2001. Loans with variable rates at
December 31, 2002 were $34.4 million compared to $69.6 millicn at December 31, 2001. However, 71.4% or $102.4
million of 1* Centennial’s ioan portfolio is written as variable rate loans. Of this $102.4 million in variable rate loans,
$68.0 million, or approximately 66.4%, are written with established floors, which floors have been reached due to the
low interest rate environment. These loans are therefore temporarily classified as fixed rate loans until the variable rate
index rises above the floors. Only approximately $41.1 million of the loans in the table are “truly” fixed rate loans.

Off-Balance Sheet Arrangements

During the ordinary course of business, 1* Centennial will provide various forms of credit lines to meet the financing
needs of its customers. These commitments to provide credit represent an obligation of 1% Centennial to its customers,
which is not represented in any form within the consolidated balance sheets of 1** Centennial. These commitments
represent a credit risk to 1* Centennial.

'8 Includes $68.0 million in variable rate loans with established floors, which loans have reached their floor, and in
essence, become fixed rate loans until the variable rate index rises above the floors.
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The effects on 1% Centennial’s revenues, expenses, cash flows and liquidity from the unused portions of the
commitments to provide credit cannot be reasonably predicted, because there is no guarantee that the lines of credit
will ever be used.

For more information regarding 1% Centennial’s off-balance sheet arrangements, see Note 12 in the financial
statements in Item 7 herein.

Nonperforming Assets

1* Centennial’s policy is to recognize interest income on an accrual basis unless the full collectibility of principal and
interest is uncertain. Loans that are delinquent 90 days or more, unless well secured and in the process of collection,
are placed on nonaccrual status on a cash basis, and previously accrued but uncollected interest is reversed against
income. Thereafter, income is recognized only as it is collected in cash. Collectibility is determined by considering
the borrower’s financial condition, cash flow, quality of management, the existence of collateral or guarantees and the
state of the local economy.

Nonperforming assets include loans for which interest is no longer accruing, loans 90 or more days past due,
restructured loans and other real estate owned. Nonperforming assets at December 31, 2002 were $581,000 compared
to $241,000 at December 31, 2001, representing 0.41% and 0.19% of gross loans. The increase in 2002 included one
loan that represented more than 50% of the $394,000 reported for mortgage loans in 2002, compared to $241,000
reported in 2001. Past due loans increased from zero to $187,000, consisting of one commercial loan and one
mortgage loan secured under a line of credit.
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The following table provides information with respect to the components of 1% Centennial Bancorp’s nonperforming
assets as of the dates indicated:

Nonperforming Assets

As of December 31,
2001 2000
(Dollars in Thousands)

Nonacernsl loans:"
Real estate loans:
Construction and development
Mortgage loans
Commercial loans
Automobile loans....
Indirect loans
Equity loans
Consumer and other loans
Total nonaccrual loans

Loans 90 days or more past due
(as to principal or interest) and still accruing:

Real estate loans:

MOTLZALE 108IS.....oeiirvcriiecrcani st eraaan 50 - - - -

Commercial 10anS....c..vocvvvieiineeieee e 137 - 75 - -
Automobilfe 10aNS....c.oocceiiieiiiniiie e - - - - -
Indirect loans ... " -
Equity loans .......coeeeeeeeneen. . -- - - -
Consumer and other 10anS.......cccoovveciveicnnereiincena - - - -

Total loans 90 days or more past due
and still aCCruing......ccovoveccvircrnrieenecernnnecennnn § 187 by - $ 75 h) - $ -
$ - $ - § - $ - § -

Restructured 1008 ... e et cerseseanns

Total nonperforming 10ans..........cccceevvvinvcinconin 581 241 112 61 327
Other real estate owned.......... - - - - —

Total nonperforming assets § 581 § 241 3 _112 §__61 $ 327
Nonperforming loans as a percentage

of total gross 10ans!.......coo.veevrririenrs e, 0.41% 0.19% 0.19% . 0.11% 0.80%
Nonperforming assets as a percentage

of total loans and other real estate owned ................. 0.41% 0.19% 0.19% 0.11% 0.80%
Allowance for loan losses to nonperforming loans ...... 303.42% 605.80% 775.00% 952.46% 132.42%
Allowance for 10an 1085 .......oovvvrerrocererrrieninens $ 1772 $1.460 $ 868 § 581 $ 433

Allowance For Loan Losses

Credit risk is inherent in making loans. 1* Centennial establishes an Allowance for Loan Losses through charges to
earnings based on management’s evaluation of known and inherent risk in the loan portfolio. The allowance for loan
losses is increased by the provision for loan losses and decreased by charge-offs, less recoveries. The adequacy of the
allowance for loan losses is measured in the context of several key ratios and factors including: (1) the ratio of the
allowance to total outstanding loans; (2) the ratio of total nonperforming loans to total loans; and, (3) the ratio of net
charge-offs (recoveries) to average loans outstanding. Additional factors considered in establishing an appropriate
allowance include a careful assessment of the financial condition of the borrower; a realistic determination of the value
and adequacy of underlying collateral; the condition of the local economy and the condition of the specific industry of
the borrower; comprehensive analysis of the levels and trends of loan categories; and a review of delinquent and
classified loans.

¥ During the year ended December 31, 2002, no income related to these loans was included in net income. Additional
interest income of approximately $30,000, would have been recorded for the year ended December 31, 2002 if these
loans had been paid in accordance with their original terms and had been outstanding throughout the applicable period
then ended or, if not outstanding throughout the applicable period then ended, since origination.
% A “restructured loan” is one the terms of which were negotiated to provide a reduction or deferral of interest or
principal because of a deterioration in the financial position of the borrower.
“! Total loans are gross of the allowance for loan losses and net of deferred fees.
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Management’s evaluation is based on a system whereby each loan is “graded” at the time of origination, extension or
renewal. Each grade is assessed a risk factor, which is calculated to assess the adequacy of the allowance for loan
losses. Further, management considers other factors including changes in the nature and volume of the loan portfolio,
overall portfolio quality, loan concentrations, trends in the level of delinquent and classified loans, specific problem
loans and commitments, and current and anticipated economic conditions. Management and the Board of Directors
review the allowance for loan losses monthly. While the Board of Directors believes that it uses the best information
available to determine the allowance for loan losses, unforeseen market conditions could result in- material
adjustments, and net earnings could be significantly adversely affected, if circumstances differ substantially from the
assumptions used in making the final determination.

The allowance for loan losses as a percentage of total loans outstanding as of December 31, 2002 was 1.24%, as
compared to 1.15% for 2001 and 1.45% in 2000. The allowance for loan losses as a percentage of total non-
performing assets was 303. 42%, 605.80% and 775.00% at December 31, 2002, 2001 and 2000, respectively. The
decrease in the percentage of the allowance for loan losses to total non-performing assets is due to strict compliance
with enhanced loan policies of 1% Centennial in identifying potential non-performing assets. One of the procedures
used for monitoring the loan portfolio is migration analysis. Based on the results of this program, in addition to
management’s determination, the amount of the allowance is increased or decreased. Net loan charge-offs during
2002 approximated $165,000 or only 0.12% of average total loans, compared to $293,000 or 0.25% during 2001 and
$343,000 or 0.61% in 2000. The decrease in net charge-offs resulted from strict comphance with enhanced loan
policies.

1* Centennial maintains the allowance for loan losses at a level management determined is adequate to absorb losses
intherent in the loan portfolio. The evaluation is based upon a continuous review of 1% Centennial’s and the banking
industry’s historical loan loss experience, known and inherent risks contained in the loan portfolio, composition and
growth of the loan portfolio, current and projected economic conditions and other factors. However, no assurance can
be given that changes in the current economic environment in 1% Centennial’s market areas or other circumstances will
not result in increased losses in the loan portfolio in the future.

35




The table below summarizes the activity in 1% Centennial Bancorp’s allowance for loan losses for the periods
indicated:

Allowance for Loan Losses

Years Ended December 31,

2002 2601 2000 1599 1998
{Dollars in Thousands)
Balances:
Average total loans outstanding during period........ 3134169 $ 118428 §_ 55822 $ 46978 $ 37,095
Total loans outstanding at end of period,
net of unearned INCOME ......ccecvevererreiierireeiirininns $ 142,884 $ 127,155 § 59,642 $ 52,963 $ 40,635
Allowance for Loan Losses:
Balance at beginning of period..........cceeveevvrerennnane. $ 1,460 $ 868 3 581 3 433 3 490
Acquisition of allowance for loan losses,
Palomar Community Bank.........cccoevvevvveecernirenne -- 603 -- -- --
Charge-offs:
Real estate ioans:
Construction and development...........ccccoveunee. 49 64 7 -~ --
Mortgage 10anS.......cccevvveeeencrnviniecnneineerenne - - -- -- --
Commercial 10ans.....ccccoereveereeeereereeieeesesnens 74 163 345 13 108
Automobile 10ans.........ccoevrereiiiininineecrn -- - -- -- -
Indirect 10ans .....c.ccocveviveciiievenenien v -- - - -- --
Equity 10808 ....c.cccvvereereericiiririereeeensn e snen -- -~ -- -- --
Consumer and other 10ans .......c.occooveeerveencrinenen 71 79 11 83 55
Total charge-offs .....ccooevvrcirvcinceneiee s 194 306 363 96 163
Recoveries:
Real estate loans:
Construction and development............cceeuveninn. 3 2 -- - -
Mortgage loans................ Ceterbae et s s e anarasen -- -- -- -- --
Commercial 10ans........ccoecevereniveceieeeeeeriieisienes 15 5 8 14 51
Automobile 10ans.......ccovveceririiinieeinreneee s - -- -- -- -~
INAIFect IOAMNS «..c..oeviererereereereciiereerese et reeeenas -- -- -- -- -~
EQUITY IOBIS .ecvereeireerereeieernesevieseesesresensnsssssasnns -~ -- -- -- -~
Consumer and other 10ans ........coccvevreeeerreinnnnn. 11 6 12 S )
Total reCOVETIes .....cvcvvreerenirvrierenrecennen 29 13 20 19 56
Net (charge-offs) recoveries........ooorvvevnvinienienionen, (165) (293) (343) an 107
Provision charged {0 0perations............o.ceesveerserenn. 477 411 630 225 50
Reclassification for off-balance o '
sheet COMMITMEDNTS .....covvvvereiernerrenicrniecrceineerorns - (129) -- -- -
Allowance for loan losses balance,
end of PEriod.......cccovevrrvrereiiriernnnreeinene e § 1772 $ 1460 b 868 § 581 § 433
Ratios:
Net loan charge-offs (recoveries)
to average total 10ans .........ccccevvivevenncinrceencn, C.12% 0.25% 0.61% 0.16% {0.29%)
Provision for loan losses to average total loans....... 1.32% 1.69% 1.55% 1.24% 1.17%
Allowance for loan losses to total loans "
atend of Period......ccvvvvvvvvmvirrrevrecevnreeireienine 1.24% 1.15% 1.45% 1.10% 1.07%
Allowance for loan losses to total
nonperforming 10ans...........ccocveeceevenieccernrivnonenn, 303.42% 605.80% 775.00% 952.46% 132.42%
Net loan charge-offs (recoveries) to
allowance for loan losses at end of period........... 9.31% 20.07% 39.52% 13.25% (24.71%)
Net loan charge-offs (recoveries)
to provision for 10an 108ses ..........ocovevvevvcrernrennen. 34.59% 71.29% 54.44% 34.22% (214.00%)
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Allocation of Allowance for Loan Losses

The following table provides a breakdown of the allowance for loan losses by category as of the dates indicated. The
allocation presented should not be interpreted as an indication that charges to the allowance for loan losses will be
incurred in these amounts or proportions, or that the portion of the allowance allocated to each loan category
represents the total amounts available for charge-offs that may occur within these categories. The unallocated portion
of the allowance for loan losses and the total allowance is applicable to the entire loan portfolio.

Allocation of Allowance for Loan Losses

As of December 31,
2002 2001 2000 1999 1998
% of % of % of % of % of
Loans in Loans in Loans in Loansin Loans in
Category Category Category Category Category
to Total to Total to Total to Total to Total
Balance at End of Period Applicable to Amount Loans Amount Loans Amount Leans Amount Loans Amount Loans
(Dollzrs in Thousands)
Real estate loans:
Construction and development.......ooccvvennana, 5§ N 3712% § 200 2975% & 182 2392% § 167 2867% § 52 12.13%
Mortgage [oans..........ccoeinnne 357 30.86% 430 38.51% 128 27.11% 137 23.56% 120 27.5%%
Commercial loans .. 596 26.52% 571 23.97% 334 35.96% 204 35.13% 176 40.64%
AUtomobile 10aN5 .....cveririiiiiecerri e -- 1.10% 69 1.88% 22 5.06% 27 4.64% 27 6.25%
INQIreCt I0ANS...comvvencecriieieri e -- 0.01% -- 0.46% - 1.77% 20 3.47% 36 8.16%
Equity 10ans ......cccccvcnrincannn 70 3.45% 25 3.73% 9 31.14% 9 1.65% 2 0.37%
Consumer and other loans..... 78 0.94% 45 1.70% 13 3.04% 17 2.88% 20 4.86%
NOt @llOCAtEA ..o voveevv vt eveseens -- -- 120 -- 180 - - - - -
Total allowance for loan 108 ......c..cvceroeeenenene. $ 1772 100.00% $ 1460 10000% $ 868 100.00% §$ 581 10000% §$ 433 100.00%
Total loans net of uneamed income................ $142,884 $127,155 $59,642 $ 52,963 $40,635

The changes in the “not allocated” category for the years reported were due to changes in the method of allocation
based on changes in the portfolio. The non-allocated allowance generally recognizes the estimation risks associated
with the allocated allowances, and management’s evaluation of various conditions, the effects of which are not directly
measured in determining the allocated allowance. For 2002 management determined it was not necessary to separately
evaluate these conditions, as they were all taken into account in determining the amounts of the allocated allowances.

Investment Securities

1" Centennial’s investment portfolio provides income to 1% Centennial and also serves as a source of liquidity. Total
yield, maturity and risk are among the factors considered in building the investment portfolio. Under FDIC guidelines
for risk-based capital, certain loans and investments may affect the level of capital required to support risk-weighted
assets. For example, U.S. Treasury Securities have a 0% risk weighting, whereas U.S. agency pools have a 20% risk
weighting, while 1-4 family real estate loans carry a 50% risk weighting. In addition, pursuant to FASB 115, securities
must be classified as “held to maturity,” “available for sale,” or “trading securities.” Those securities held in the
“available for sale” category must be carried on 1* Centennial’s books at “fair market value.” At December 31, 2002,
1 Centennial’s “available-for-sale” investment portfolio at fair value consisted of $27.6 million in mortgage-backed
securities, $4.5 million in municipal bonds, $487,000 in equity securities and $269,000 in U.S. Treasury obligations
compared to $28.7 million, $4.5 million, $487,000 and $264,000, respectively in 2001. At December 31, 2002, 2001,
and 2000, 1* Centennial did not carry any investments classified as “held to maturity” or “trading.” The slight
decrease in the total value of 1% Centennial Bancorp’s investments is due to 1% Centennial Bancorp declining to renew
investments as they matured during the year and using the proceeds to support the strong loan demand. The increase
in mortgage-backed securities in 2001 was due to the addition of Palomar’s investment portfolio in 2001 and
subsequent purchases of these type securities due to favorable returns on such investments.

Interest-bearing deposits and short-term time certificates at other financial institutions totaled $5.2 million at year-end

2002 versus $5.9 million in 2001 and $4.8 million in 2000. Overnight federal funds sold totaled $2.0 million in 2002,
$7.5 million in 2001, as compared to $7.4 million in 2000. These funds sources were used to fund loan growth.
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The following table summarizes the amortized cost, unrealized gains and losses, fair value and distribution of 1*
Centennial Bancorp’s investment securities as of the dates indicated: :

Investment Portfolio

As of December 31,
2002 2001 2000
Amortized UnrealizedUnrealized  Fair Amortized UnrealizedUnrealized  Fair Amortized UnrealizedUnrealized  Fair
LCost Gains Losses Value Cost Gains Luosses Value Cost Gains Losses VYalue
) (Dollars in Theusands)

fable for Sale:
gage-backed securities $ 423 $27,575 $28,436 § 271 - $28,707 $5,072 35,044
ations of state

local governments 134 4,491 4,624 4,556 4,027 3,984
etable equity securities - 487 487 487 - -
Treasury obligations 13 269 260 264 402 401

83280  $33807 § 278 § 71 $34.014 $5.429

The following table summarizes, as of December 31, 2002, the maturity characteristics of the investment portfolic, by
investment category. Expected remaining maturitics may differ from remaining centractual maturities because
obligors may have the right to prepay certain obligations with or without penalties.

Investment Maturities and Repricing Schedule

As of December 31,
After One But After Five But
Within One Year Within Five Years Within Ten Years After Ten Years Total
Amoumnt Yield Amount Yield Amoumnt Yield Amoumnt Yield Amount Yieid
(Doliars in Thousands)
Available for Sale:
Mortgage-backed securities .............. $ 6452 4.15% $ 16,815 411% § 1,680 546% § 2,628 6.39% § 27,575 4.49%
Obligations of state
and local governments...........cou..e. 265 4.63% 1,299 4.28% 2,085 5.16% 842 4.59% 4,491 4.77%
Marketable equity securities.............. - - - - - - -- - 487 -
U.S. Treasury obligations...........c..... - - 269 441% - - -- - 269 441%
Total..ooeerriiececece e $ 6717 417% §_18.383 412% § 3765 529% § 3470 595% § 32.822 4.53%
Deposits

Total deposits were $183.2 million at December 31, 2002, compared to $174.3 million and $86.4 million at
December 31, 2001 and 2000, respectively, representing increases of 5.1% and 101.7% in 2002 and 2001,
respectively. Deposits increased only 5.1% in 2002 due primarily to reductions in certain high-cost time deposits at
Palomar Community Bank. These reductions were expected due to the fact that Palomar was previously a savings and
loan association until 1999, and therefore paid generally higher rates on time deposits than commercial banks. Many
of these time deposits matured in 2001 following our acquisition of Palomar in August 2001. The runoff continued to
some extent into 2002 with the continued maturation of the remainder of these high-cost time deposits. However, we
have since successfully replaced those time deposits with Home Owners Association deposits. Deposit growth in 2001
was primarily the result of the acquisition of Palomar. )

There was a significant change in the deposit mix from 2001 to 2002, as demand deposits increased to $53.9 million,
or 29.4% of total deposits at December 31, 2002, compared to $41.4 million, or 23.8% of total deposits at
December 31, 2001. At the same time, interest bearing and NOW accounts decreased to $49.0 million, or 26.7% of
total deposits at December 31, 2002, compared to $52.2 miilion, or 29.9% of total deposits at December 31, 2001. The
shift from interest-bearing and NOW accounts tc non-interest bearing accounts in 2002 was due to continued lower
interest rates paid during the year. Information concerning deposit balances by category as of December 31, 2002 and
2001 is contained in the Consolidated Statements of Condition included in the financial statements which appear
elsewhere herein.
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1* Centennial’s cost of funds is the result of total interest expense on total deposits and other interest-bearing liabilities
as a percent of average total deposits and average other interest-bearing liabilities. For 2002, cost of funds was 1.28%
compared to 2.15% for 2001 and 3.00% for 2000. Cost of funds for 2002 has decreased, primarily due to continued
low interest rates in 2002. For 2002, low interest rates paid on interest-bearing deposits drove a 6.2% ($3.2 million)
shift to non-interest bearing accounts. Non-interest bearing accounts increased 30% during this period.

The following tables summarize the distribution of average daily deposits and the average daily rates paid for the
periods indicated:

Average Deposits and Other Borrowings

For the Years Ended December 31,

2002 2001 2000
Average  Average Average Average = Average Average
Balance Rate Balance Rate Balance Rate

(Dollars in Thousands)

Demand deposits, noninterest bearing ... ~ $§ 46,483 0.00% $36050 0.00% $19,180 0.00%
Interest-bearing deposits:

Interest-bearing demand deposits ........ 19,209 0.21% 17,455 0.45% 10,131 1.17%
Money market deposits...............coou.... 33,793 0.88% 37,429 2.00% 13,611 4.04%
Savings deposits ...occvvvervriirieeivininiennn 18,145 0.55% 14,554 1.41% 9,609 2.49%
Time deposits $100,000 or greater ...... 30,260 3.09% 25,211 4.94% 12,859 5.65%
Other time deposits........cceeveecreennasen. 30,667 2.19% 36.489 4.11% 11,590 5.61%
Total interest-bearing deposits .......... §132,074 1.55% §131,138 2.11% $57,800 3.95%
Other borrowings ............ccvevveevrervenennens 3,920 4.23% 1,392 5.68% 758 6.07%

Redeemable preferred securities of
subsidiary trust holding solely

junior subordinated debentures........... 3,046 5.38% -- -- -- -
Total deposits
and other borrowings .............ou..... 5185523 1.28% 68,5 2.15% $§77,738 3.00%
Average rate excluding
demand deposits ...cccovvieiiiciiieiennnen, 1.71% 2.85% 3.98%

The following table sets forth the scheduled maturities of 1** Centennial Bancorp’s time deposits in denominations of
$100,000 or greater at December 31, 2002:

Maturities of Time Deposits of

$100,000 or Mere
(Dollars in Thousands)
Three months or 1ess .....cccoveveviivereneerienenenene. $11,525
Over three months through six months ......... 20,478
Over six months through twelve months....... 450
Over twelve months ..........cccocernirenecineeanan 2,122
Total. e 345

Capital Resources

1* Centennial conducts ongoing assessments of its capital needs and requirements to ensure that it stays in compliance
with increases in assets and levels of risk. Total stockholders’ equity was $17.2 million at December 31, 2002,
compared to $15.3 million and $6.8 million at December 31, 2001 and 2000, respectively. The increase of $1.9 million
or 12.4% in 2002 was due to the growth in income for 1% Centennial in 2002, as well as the increased market value of
the investment portfolio.
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In addition, we issued $6 million in trust preferred securities in 2002, part of the proceeds of which are considered to
be Tier 1 capital (up to 25% of our Tier 1 capital) for regulatory purposes, but all of which are ireated as long-term
debt in accordance with generally accepted accounting principles. See “Item 1, Business — Recent Developments.”

The increase of $8.4 million or 123.5% in 2001 resulted from $7.1 million in net proceeds from a secondary offering
of common stock to facilitate the purchase of Palomar Community Bank, plus $1.2 million in retained earnings from
operations from 1* Centennial’s subsidiary banks.

Bank regulators have established minimum capital adequacy guidelines requiring that qualifying capital be at least
8.0% of risk-based assets, of which at least 4.0% must be Tier 1 capital (primarily stockholders’ equity). These ratios
represent minimum capital standards. Under Prompt Corrective Action rules, certain levels of capital adequacy have
been established for financial institutions. Depending on an institution’s capital ratios, the established levels can result
in restrictions or limits on permissible activities. In addition to the aforementioned requirements, 1% Centennial
Bancorp and 1* Centennial Bank must alsc meet minimum leverage ratio standards. The leverage ratio is calculated as
Tier 1 capital divided by the most recent quarter’s average total assets.

The highest level for capital adequacy under Prompt Corrective Action is “Well-Capitalized.” To qualify for this level
of capital adequacy an institution must maintain a total risk-based capital ratio of at least 10.00% and a Tier 1 risk-
based capital ratio of at least 6.00%.

At December 31, 2002, and 2001, 1* Centennial Bancorp and 1* Centennial Bank exceeded all of the minimum capital
ratios required to be considered well-capitalized. As of December 31, 2002, 1" Centennial Bancorp’s Total Risk-
Based and Tier 1 Risk Based Capital Ratios were 13.27% and 10.87%, compared to 11.07% and 8.30% at December
31, 2001. Twenty-five percent of 1* Centennial Bancorp’s Tier 1 Capital for these purposes consists of trust preferred
securities. The remainder of the trust preferred securities is Tier 2 capital. See “Item 1, Business — Recent
Developments”. As of December 31, 2002, 1% Centennial Bank’s Total Risk-Based and Tier 1 Risk Based Capital
Ratios were 11.84% and 10.58%, compared to 10.04% and 8.90% at December 31, 2001. At December 31, 2002, 1%
Centennial Bancorp’s leverage ratic was 8.28%, compared to 5.69% at December 31, 2001. As of December 31,
2002, 1* Centennial Bank’s Leverage Capital Ratic was 8.09%, compared to 7.09% at December 31, 2001. Detailed
information concerning the capital amounts and ratios for both 1* Centennial Bancorp and 1* Centennial Bank is
contained in Note 16 to the financial statements appearing elsewhere herein.

For purposes of calculating capital ratios, bank regulators have excluded adjustments to stockholders’ equity that result
from mark-to-market adjustments of available-for-sale investment securities. At December 31, 2002, 1¥ Centennial
Bancorp had accumulated other comprehensive income resulting from unrealized gains on investment securities net of
taxes of $323,000, compared to an unrealized gain net of taxes of $112,000 at December 31, 2001.

Liquidity

1* Centennial’s liquidity is primarily a reflection of 1* Centennial’s ability to acquire funds to meet loan demand and
deposit withdrawals and to service other liabilities as they come due. 1¥ Centennial has adopted policies to maintain a
relatively liquid position to enable it to respond to changes in the financial environment and ensure sufficient funds are
available to meet those needs. Generally, 1¥ Centennial’s major sources of liquidity are customer deposits, sales and
maturities of investment securities, the use of federal funds markets, borrowings from the FHLB and net cash provided
by operating activities. Scheduled loan repayments are a relatively stable source of funds, while deposit inflows and
unscheduled loan prepayments, which are influenced by general interest rate levels, interest rates available on other
investments, competition, economic conditions, and other factors, are not. Liquid asset balances include cash, amounts
due from other banks, federal funds sold, and securities available-for-sale. To augment liquidity, 1* Centennial Bank
has a Federal Funds berrowing arrangements with three correspondent banks totaling $8 million, and a secured line of
credit with the FHLB.

1¥ Centennial’s liquidity ratio, which is a measure of liquid assets to deposits and short-term liabilities, showed some
level of deterioration during 2002 due to an increase in Time Certificates over $100,000, and an increase in pledged
securities. The liquidity ratio was 27.7% at the end of December 2001, but had dropped to 26.4% by the end of 2002.
Management’s goal is to maintain this ratio at 20% or greater, and the investment portfolio is budgeted to increase to
help achieve that target, although no assurance can be given that this will actually happen. However, management is
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also of the opinion that the standby funding sources it has arranged are more than sufficient to meet 1* Centennial’s
current and anticipated short-term liquidity needs.

The dependency ratio is a measure of net volatile liabilities to net eaming assets. At December 31, 2002, 1*
Centennial’s net non-core dependency ratio was 17.5% under applicable regulatory guidelines, which assumes all
brokered deposits and all certificates of deposit over $100,000 (“Jumbo CD’s”) as volatile sources of funds. The net
non-core fund dependence ratio was 9.5% at December 2001. 1% Centennial had $391,000 in brokered deposits as of
December 31, 2002 and $ 788,000 in brokered deposits as of December 31, 2001. 1 Centennial targets a net non-core
dependency ratio of less than 25%.

Asset/Liability Management and Interest Rate Sensitivity

The fundamental objective of 1% Centennial’s management of its assets and liabilities is to maximize the economic
value of 1" Centennial while maintaining adequate liquidity and an exposure to interest rate risk deemed by
management to be acceptable. Management believes an acceptable degree of exposure to interest rate risk results from
the management of assets and liabilities through maturities, pricing and mix to attempt to neutralize the potential
impact of changes in market interest rates. 1™ Centennial’s profitability is dependent to a large extent upon its net
interest income which is the difference between its interest income on interest-earning assets, such as loans and
securities and its interest expense on interest-bearing liabilities, such as deposits and borrowings. 1% Centennial, like
other financial institutions, is subject to interest rate risk to the degree that their interest-carning assets reprice
differently than their interest-bearing liabilities, and not at the same time, or to the same magnitude. 1* Centennial
manages their mix of assets and liabilities with the goal of limiting its exposure to interest rate risk, ensuring adequate
liquidity, and coordinating their sources and uses of funds. Interest income and interest expense are affected by
general economic conditions and by competition in the marketplace. 1% Centennial’s interest and pricing strategies are
driven by its asset-liability management analyses and by local market conditions.

1* Centennial seeks to control its interest rate risk exposure in a manner that will allow for adequate levels of earnings
and capital over a range of possible interest rate environments. 1% Centennial has adopted formal policies and
practices to monitor and manage interest rate risk exposure. As part of this effort, 1% Centennial measures interest rate
risk utilizing both a modeling program from an outside vendor, as well as third party sources reports, which can be
compared and analyzed together, enabling management to better manage economic risk and interest rate risk.

The following table sets forth the interest rate sensitivity of 1 Centennial Bancorp’s interest-earning assets and
interest-bearing liabilities as of December 31, 2002 using the interest rate sensitivity gap ratio. For purposes of the
following table, an asset or liability is considered rate-sensitive within a specified period when it can be repriced or
matures within its contractual terms. Actual payment patterns may differ from contractual payment patierns.
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Interest Rate Semsitivity Analysis

As of December 38, 2002
Amounts Subject to Repricing Within
After S Non
0-3 Months 3-1Z Months 1-5 Years Years Sensitive Taotal
(Dollars in Thousands)
Assets
Loans, net of deferred fees $§ 46,142 $ 48,556 $ 25,031 $ 22,761 394  $142,884
Allowance for loan losses -- -- -- -- (1,772) (1,772)
Investment securities 4,021 3,688 18,017 7,096 -- 32,822
Federal funds sold 2,010 - - 2,010
FHLB stock 329 -- 329
Interest-bearing deposits
with banks 3,551 -- 5,151
Noninterest-earning assets - v 20,508 20,508
Life insurance 5.926 - 5,926
$ 52,854 ~ $19130 $207.858
Liabilities
Noninterest-bearing deposits........... h - $ - $ - $ - $ 53,896 § 53,896
Interest-bearing deposits ................. 90,231 34,943 4,061 57 - 129,292
Long-termdebt........coccovvvvevieireenannnn. 6,000 -- -- -- - 6,000
Other liabilities.......cceeveveeeeenirnane -- -- - -- 1,477 1,477
Stockholders’ equity ........ccovvvevnnene. - - -- - 17,193 17,193
Total liabilities and
stockholders’ equity........c........ $ 96,231 $§ 34943 $ 4,061 § 57 $§ 72,566  $207,858
Interest rate sensitivity gap.............. $ (43,927) § 17,994 $ 48,793 $ 30,576 $ (53,436)
Cumulative interest
rate Sensitivity gap ......cceverervreerinnns $ (43,927) 3 (25,933) $ 22,860 $ 53,436

The opportunity to reprice assets in the same dollar amounts and at the same time, as liabilities would minimize
interest rate risk in any interest rate environment. The difference between the amounts of assets and liabilities repriced
at the same time, or “gap,” represents the risk, or opportunity, in repricing. In general, if more assets than liabilities
are repriced at a given time in a rising rate environment net interest income would improve while in a declining rate
environment net interest income would decline. If more liabilities than assets were repriced under the same conditions
the opposite would result. 1% Centennial is liability sensitive in the immediate to three-month period, cumulatively
liability sensitive through one year, and asset sensitive at 1-5 years. Most of our loans are tied to Prime, and can
therefore be repriced immediately, although $68.0 million or 66.4% of these variable rate loans are written with
established floors, which floors have been reached due to the low interest rate environment. For purposes of the above
table, these loans are thus temporarily posted at their final maturity, rather than in time periods of 0-3 months. Ina
rising interest rate environment, these loans would revert to variable rate loans once the index plus a percentage (how
the loan was priced) exceeded their floor rate. For purposes of this schedule, under those circumstances these loans
would be shown in the 0-3 month time period and the result would be a cumulative positive sensitivity gap until one
year. As a result, even though we are shown as liability sensitive for 0-12 months in the table, which would normally
mean that if interest rates were to rise in the short term, our net interest income would decline, we are effectively asset
sensitive for this period, so that in fact if interest rates were to rise in the short term, our net interest income would
improve.
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In addition, 1* Centennial studies the net change in interest income and net interest margin given immediate, parallel
interest rate shocks over a 12-month horizon. 1% Centennial’s goal is to manage the effect of these changes within
Board-established parameters for up/down 100 and 200 basis points.

Change Net Interest Income Change in Net % Change in Net  Net Interest
(in Basis Points) (next twelve months) Interest Income Interest Income Margin
’ (Dollars in Thousands)
+200 . $ 12,039 § 1,649 15.87% 6.64%
+ 100 11,204 ‘ 814 7.83% 6.18%
0 10,390 - - 5.73%
- 100 9,654 (736) (7.08%) 5.32%
—-200 8,821 (1,569) (15.10%) 4.86%

This report indicates the effect of immediate rate changes, and does not consider the yield from reinvesting in short-
term versus long-term instruments. The report shows values in a sudden, significant downward movement, which is
highly unlikely, or impossible due to the historically low rates at 1* Centennial at December 31, 2002. However, the
results indicated by the report, are considered acceptable by management.

Impact of Inflation

The primary impact of inflation on 1¥ Centennial is its effect on interest rates. 1™ Centennial’s primary source of
income is net interest income, which is affected by changes in interest rates. 1% Centennial attempts to limit the impact
of inflation on its net interest margin through management of rate-sensitive assets and liabilities and the analysis of
inferest rate sensitivity. The effect of inflation on premises and equipment as well as non-interest expenses has not
been significant for the periods covered in this Annual Report.
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ITEM 7. FINANCIAL STATEMENTS

The following financial statements and report of independent auditors are included herein:

Independent Auditor’s Report
Consolidated Statements of Condition, December 31, 2002 and 2001

Consolidated Statements of Earnings for the Years Ended
December 31, 2002, 2001 and 2000

Consolidated Statements of Changes in Shareholders’ Equity
for the Years Ended December 31, 2002, 2001 and 2000

Consolidated Statements of Cash Flows for the Years Ended
December 31, 2002, 2001 and 2000

Notes to Consolidated Financial Statements




INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Centennial First Financial Services

We have audited the accompanying consolidated statements of condition of Centennial First Financial Services and
subsidiaries, as of December 31, 2002 and 2001, and the related consolidated statements of earnings, stockholders’
equity, and cash flows for each of the years in the three-year period ended December 31, 2002. These consolidated
financial statements are the responsibility of the Company’s management. Cur responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
These standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Centennial First Financial Services and subsidiaries as of December 31, 2002 and 2001, and the
results of their operations and cash flows for each of the years in the three-year period ended December 31, 2002 in
conformity with accounting principles generally accepted in the United States of America.

HUTCHINSON AND BLOODGOOD LLP

January 27, 2003
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CENTENNIAL FIRST FINANCIAL SERVICES AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CONDITION

ASSETS

Cash and due from banks
Federal funds sold

Total cash and cash equivalents

Interest-bearing deposits in financial institutions
Investment securities, available for sale
Federal Home Loan Bank stock

Loans, net

Accrued interest receivable

Premises and equipment, net
Goodwill

Cash surrender value of life insurance
Other assets

Total assets

LIABILITIES

Deposits:
Noninterest-bearing
Interest-bearing and money market accounts
Savings
Time deposits $100,000 or greater
Other time deposits

Total deposits

Accrued interest payable
Long-term debt
Other liabilities

December 31, 2002 and 2001

Redeemable preferred securities of subsidiary trust holding

solely junior subordinated debentures

Total liabilities

STOCKHOLDERS® EQUITY

Common stock, no par value; authorized 10,000,000 shares,
issued and outstanding 1,202,517 and 1,144,440 shares

at December 31, 2002 and 2001, respectively
Retained earnings
Accumulated other comprehensive income

Total stockholders’ equity

Total liabiliﬁes and stockholders’ equity

The accompanying notes are an integral part of these consolidated statements. .
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(10)

$ 12,010,000

2,010.000

14,020,000

5,151,000
32,822,000
329,000
141,112,000
673,000
2,626,000
4,180,000
5,926,000

1,019,000

§ 207,858,000

$ 53,896,000
48,985,000
17,676,000
34,575,000
28.056.000

183,188,000
264,000

1,213,000

6.000,000

190,665,000

13,913,000
2,957,000

323,000

17.193.000

20 000

2001

$ 10,040,000
7,503,000

17,543,000

5,954,000
34,014,000
396,000
125,695,000
932,000
2,647,000
4,180,000
3,213,000
3,452,000

$__ 198,026,000

$ 41,413,000
52,232,000
17,340,000
29,435,000

__33.908.000

174,328,000

223,000
3,500,000
4,703,000

182,754,000

12,964,000
2,196,600
112.000

15,272.000

198,026



CENTENNIAL FIRST FINANCIAL SERVICES AND SUBSIDIARIES

CONSCLIDATED STATEMENTS OF EARNINGS
Years Ended December 31, 2002, 2061 and 2000

2002 2001 2000
Interest income:
Interest and fees on loans $ 12,586,000 $ 9,201,000 $ 6,901,000
Deposits in financial institutions 220,000 298,000 219,000
Federal funds sold 152,000 385,000 454,000
Investments 1,536,000 920,000 415.000
Total interest income 14,494,000 10,804,000 7.989.000
Interest expense:
Demand and savings deposits 438,000 829,000 908,000
Time deposits $100,000 or greater © 936,000 980,000 727,000
Other time deposits 673,000 806,000 650,000
Interest on borrowed funds 330,000 79,000 46,000
Total interest expense 2.377.000 2,694.000 2,331,000
Net interest income 12,117,000 8,110,000 5,658,000
Provision for loan losses 477,000 411,000 630.000
Net interest income after provision for loan losses 11,640,000 7,699,000 5.028,000
Other income:
Customer service fees 1,417,000 1,385,000 757,000
Gain from sale of loans 547,000 413,000 277,000
Gain from sale of investment securities -- 16,000 11,000
Gain from sale of investment in Bancdata Solutions, Inc. -- -- 906,000
Other income 460,000 179,000 90,000
Total other income 2.424.000 1.993.000 2,041,000
Other expenses:
Salaries and wages 4,769,000 3,630,000 2,196,000
Employee benefits 1,285,000 735,000 ' 696,000
Net occupancy expense 1,394,000 1,100,000 517,000
Other operating expense 4,108,000 2,605,000 2,281,000
Total other expenses 11,556,000 8,070.000 5,690,000
Income before provision for income taxes 2,508,000 1,622,000 1,379,000
Provision for income taxes 802,000 575,000 472.000
Net income $ 1706000 $ _ 1047000 § 907,000
Basic earnings per share 3 142 § 112§ 123
Diluted earnings per share 3 141 $§ 111§ 116

The accompanying notes are an integral part of these consolidated statements.
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CENTENNIAL FIRST FINANCIAL SERVICES AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY
Years Ended December 31, 2002, 2001 and 2000

BALANCE, DECEMBER 31, 1999
Comprehensive income:
Net income

Change in net unrealized gain (loss) on investment

securities available for sale, after tax effects

Total comprehensive income
Cash and stock dividends

Exercise of stock options, including
tax benefit

Purchase and retirement of common stock and
stock options

BALANCE, DECEMBER 31, 2000
Comprehensive income:
Net income
Change in net unrealized gzin on investment
securities available for sale, after tax effects

Total comprehensive income
Cash dividends
Exercise of stock options, including tax benefit

Purchase and retirement of common stock

BALANCE, DECEMBER 31, 2001
Comprehensive income:
Net income
Change in net unrealized gain on investment
securities available for sale, after tax effects

Total comprehensive income
Stock dividend
Cash paid in lieu of fractional shares

Exercise of stock options, including tax benefit

BALANCE, DECEMBER 31, 2002

Accumulated
Other
Common Retaimed Comprehensive
Steck Earnings  Income (Loss) Total
$ 5,368,000 $ 1,165,000 $ (205,000) $_ 6.328.000
-- 907,000 -- 907,000
-- -- 163,000 163.000
1,070,000
547,000 (618,000) -- (71,000)
194,000 -- -- 194,000
(381.000) (270.000) -- (651.,000)
5,728,000 1,184,000 (42,000) 6,870,000
-- 1,047,000 -- 1,047,000
-- -- 154,000 154,000
1,201,000
-- (35,000) -- (35,000)
183,000 -- -- 183,000
7.053.000 -- -- 7,053.000
12,964,000 2,196,000 112,000 15,272,000
-- 1,706,000 -- 1,706,000
-- -- 211,000 211,000
1,917,000
942,000 (942,000) -- --
-- (3,000) -- (3,000)
7,000 -- -- 7,000
$ 13,913,000 $ 2957,000 $§ 323,000 17,1

The accompanying notes are an integral part of these consolidated statements.
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CENTENNIAL FIRST FINANCIAL SERVICES AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2002, 2001 and 2000

CASH FLOWS FROM OPERATING ACTIVITIES

Net income
Adjustments to reconcile net income
to net cash provided by operating activities:

Depreciation and amortization
Provision for loan losses
Loss on sale of other real estate owned
Gain from sale of investments
Gain from sale of loans

Gain from sale of investment in Bancdata Solutions, Inc.

Amortization of deferred loan fees
Amortization of excess purchase value of deposits
Deferred income tax provision (benefit)
Amortization of premiums on investment
securities available for sale
Increase in cash surrender value of life insurance
Decrease (increase) in assets:
Accrued interest receivable
Other assets
Increase (decrease) in liabilities:
Accrued interest payable
Other liabilities

Net cash provided By operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Net decrease (increase) in interest-bearing
deposits in financial institutions
Activity in available for sale securities:
Net sales, maturities and (purchases)
Acquisition of Palomar Community Bank
Purchases of Federal Home Loan Bank stock
Proceeds from redemption of Federal Home Loan Bank stock
Net increase in loans
Proceeds from sales of other real estate owned
Proceeds from sale of investment in Bancdata Solutions, Inc.
Additions to bank premises and equipment
Purchases of life insurance, net of redemptions

Net cash used in investing activities

The accompanying notes are an integral part of these consolidated statements.
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2002 2001 2000
$ 1706000 $ 1,047,000 $ 907,000
658,000 521,000 324,000
477,000 411,000 630,000
.- .- 7,000
.- (16,000) (11,000)
(547,000) (413,000) (277,000)
.. .- (906,000)
(559,000) (585,000) (392,000)
(177,000) (71,000) .-
(219,000) 302,000 (98,000)
248,000 127,000 11,000
(198,000) (79,000) (64,000)
259,000 (199,000) (107,000)
2,652,000 (2,995,000) 68,000
41,000 (275,000) 50,000
(3.490,000) 3,231,000 271,000
851.000 1.006.000 413,000
803,000 (1,174,000) (1,168,000)
1,155,000  (21,314,000) (1,372,000)
.- 15,278,000 .-
-- (20,000) .-
67,000 .- 169,000
(14,788,000)  (21,570,000) (6,358,000)
-- 24,000 13,000
-- -- 1,218,000
(637,000) (618,000) (943,000)
(2.515,000) (1.304,000) (356,000)
(15.915,000) _ (30.698.000) (8.797.000)




CENTENNIAL FIRST FINANCIAL SERVICES AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
Years Ended December 31, 2002, 2001 and 2008

CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in demand and savings deposits
Net increase (decrease) in time deposits
Cash dividends
Cash dividends paid in lieu of fractional shares
Proceeds from issuance of long-term debt
Repayment of long-term debt -
Proceeds from common stock issuance
Payments to acquire common stock and stock options
Proceeds from exercise of stock options
Net cash provided by financing activities
Net increase {decrease) in cash and cash equivalents
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

SUPPLEMENTARY INFORMATION ‘
Interest paid

Income taxes paid

The accompanying notes are an integral part of these consolidated statements.
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2002 2001 2000
$ 9,572,000 $ 15,092,000 $ 14,655,000
(535,000) 5,733,000 2,586,000
-- (35,000) (67,000)
(3,000) -- (4,000)
6,000,000 3,500,000 --
(3,500,000) -- --
-- 7,053,000 --
-- -- (651,000)
7.000 183.000 194,000

11,541,000 31,526.000 16,713.000

(3,523,000) 1,834,000 8,329,000
17,543,000 15,769,000 7.380,000
14,92 $ 17,543.000 § 15,709,000
$§ 2336000 $ 2968000 §_ 2,282,000

$ 945000 $ 468,000 § 357,000



CENTENNIAL FIRST FINANCIAL SERVICES AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of Centennial First Financial Services, and its wholly owned
subsidiaries, Redlands Centennial Bank (Redlands) and Centennial Capital Trust I (the Trust), herein
referred to as (the Company), are in accordance with accounting principles generally accepted in the
United States of America and general practices within the financial services industry.

The Company, through its wholly owned subsidiary, Redlands Centennial Bank, provides banking
services to individuals and business customers in Redlands, Escondido, North Orange County and
surrounding communities.

Redlands formed Centennial Financial Services (CES) as a wholly owned subsidiary. CES began
operations during March 2000 and sells investment and insurance products to the Bank’s customers.

On August 17, 2001, the Company acquired the stock of Palomar Community Bank in Escondido
California for $10.5 million cash (see Note 2). Palomar Community Bank was a California state
chartered bank, providing banking services to individuals and business customers in Escondido and
surrounding communities. On May 24, 2002, Palomar Community Bank surrendered its charter and was
merged into Redlands Centennial Bank.

On July 10, 2002, the Company formed and acquired a 100% interest in Centennial Capital Trust I. The
Trust was formed in order to facilitate the issuance of $6 million in Redeemable Preferred Securities (see
Note 8).

Basis of Presentation and Consolidation

The consolidated financial statements include the accounts of Centennial First Financial
Services and its wholly-owned subsidiaries, Redlands Centennial Bank and Centennial Capital
Trust 1. The consolidated financial statements of Redlands Centennial Bank include the
accounts of the Bank and its wholly owned subsidiary, Centennial Financial Services. All
significant intercompany balances and transactions have been eliminated in consolidation.

Use of Estimates

In preparing consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America, management is required to make estimates
and assumptions that affect the reported amounts of assets and liabilities as of the date of the
statement of condition and reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates. Material estimates that are
particularly susceptible to significant change in the near term relate to the determination of the
allowance for loan losses, the valuation of foreclosed real estate, the valuation of deferred tax
assets, and other-than-temporary impairment losses.

Reclassification

Certain amounts have been reclassified in the 2001 and 2000 financial statements to conform
to the 2002 financial statement presentation,
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CENTENNIAL FERST FINANCIAL SERVICES AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Interest-bearing deposits in financial institutions mature within ten years and are carried at fair
market value which approximates cost.

Investment Securities

Debt securities that management has the positive intent and ability to hold to maturity are
clagsified as “heid to maturity” and recorded at cost. Securities not classified as held to
maturity or trading, including equity securities with readily determinable fair values, are
classified as “available for sale” and recorded at fair value, with unrealized gains or losses
excluded from earnings and reported in other comprehensive income.

Purchase premiums and discounts are recognized in interest income using the interest method
over the terms of the securities. Declines in the fair value of held-to-maturity and available for
sale securities below their cost that are deemed to be other than temporary are reflected in
earnings as realized losses. In estimating other-than-temporary impairment losses,
management considers independent price quotations, projected target prices of investment
analysts within the short-term and the financial condition of the issuer. Gains and losses on
the sale of securities are recorded on the trade date and are determined using the specific
identification method.

Federal Home Loan Bank Stock
Federal Home Loan Bank stock is carried at cost.
Logns

The Company grants construction, real estate, commercial and consumer loans to customers.
A substantial portion of the loan portfolic is represented by construction and real estate loans
throughout Southern California. The ability of the Company’s debtors to honor their contracts
is dependent upon the real estate and general economic conditions in this area.

Loans that management has the intent and ability to hold for the foreseeable future or until
maturity or pay-off, generally are reported at their outstanding unpaid principal balances
adjusted for charge-offs, the allowance for loan losses, and any deferred fees or costs on
originated loans.

Interest on loans is accrued daily as earned, except when serious doubt concerning
collectibility arises, at which time such loans are placed on a nonaccrual basis, and all accrued
and uncollected interest income is reversed against current period operaticns. Interest income
on nonaccrual loans is recognized only to the extent of interest payments received.

Unearned income on installment loans is recognized as income over the term of the loans using
a method that approximates the interest method.
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CENTENNIAL FIRST FINANCIAL SERVICES AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Loan origination fees, to the extent they represent reimbursement for initial direct costs, are
recognized as income at the time of loan closing. The excess of fees over costs, if any, are
deferred and credited to income over the term of the loan using a method which approximates
the interest method. Amortization of loan origination fees are included in revenues as an
element of interest on loans. If a loan is paid in full, any deferred fees not yet amortized are
recognized as income.

Loans which are deemed impaired by management are loans whereby it is probable that the
Company will be unable to collect the scheduled payments of principal or interest when due
according to the contractual terms of the loan agreement. Losses on impaired loans are
measured on a loan-by-loan basis by either the present value of expected future cash flows
discounted at the loan’s effective interest rate, the loan’s obtainable market price, or the
fair value of the collateral if the loan is collateral dependent. Larger groups of smaller
balance homogenous loans are collectively evaluated for impairment. Accordingly, the
Company does not separately identify individual consumer loans for impairment disclosures.

Loans Held for Sale

Loans originated and intended for sale in the secondary market are carried at the lower of
cost or estimated fair value in the aggregate. Fair value is based on commitments on hand
from investors or prevailing market prices. Net unrealized losses, if any, are recognized
through a valuation allowance by charges to income.

Allowance for Loan Losses

The allowance for loan losses is established as losses are estimated to have occurred through a
provision for loan losses charged to earnings. Loan losses are charged against the allowance
when management believes the uncollectibility of a loan balance is confirmed. Subsequent
recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based
upon management’s periodic review of the collectibility of the loans in light of historical
experience, the nature and volume of the loan portfolio, adverse situations that may affect the
borrower’s ability to repay, estimated value of any underlying collateral and prevailing
economic conditions. This evaluation is inherently subjective as it requires estimates that are
susceptible to significant revision as more information becomes available.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

A loan is considered impaired when, based on current information and events, it is probable
that the Company will be unable to collect the scheduled payments of principal or interest
when due according to the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status, collateral value, and the
probability of collecting scheduled principal and interest payment when due. Loans that
experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays and payment shortfalls
on a case-by-case basis, taking into consideration all of the circumstances surrounding the
loan and the bomower, including the length of the delay, the reasons for the delay, the
borrower’s prior payment record, and the amount of the shortfall in relation to the principal
and interest owed. Impairment is measured on a loan by loan basis for commercial and
construction loans by either the present value of expected future cash flows discounted at the
loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the
collateral if the loan is collateral dependent.

The allowance consists of specific, general and unallocated components. The specific
component relates to loans that are classified as either doubtful, substandard or special
mention. For such loans that are also classified as impaired, an allowance is established when
the discounted cash flows (or collateral value or observable market price) of the impaired loan
is lower than that of the carrying value of that loan. The general component covers non-
classified loans and is based on historical loss experience adjusted for qualitative factors. An
unallocated component is maintained to cover uncertainties that could affect management’s
estimate of probable losses. The unallocated component of the allowance reflects the margin
of imprecision inherent in the underlying assumptions used in the methodologies for
estimating specific and general losses in the portfolio.

Loan Servicing

Servicing assets are recognized as separate assets when rights are acquired through
purchase or through sale of financial assets. Capitalized servicing rights are reported in
other assets and are amortized intc other income in proportion to, and over the period of,
the estimated future net servicing income of the underlying financial assets. Servicing
assets are evaluated for impairment based upon the fair value of the rights as compared to
amortized cost. Impairment is determined by stratifying rights by predominant
characteristics, such as interest rates and terms. Fair value is determined using prices for
similar assets with similar characteristics, when available, or based upon discounted cash
flows using market-based assumptions. Impairment is recognized through a valuation
allowance for an individual stratum, to the extent that fair value is less than the capitalized
amount for the stratum.

Goodwill and Other Intangible Assets
Goodwill is carried as an asset on the Company’s balance sheet, and is evaluated at least
once per year for impairment. If the carrying value of the goodwill is determined to be

impaired, the Company will write down the amount of goodwill to its estimated value.
The amount of goodwill written off will be expensed in the year impairment is determined.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Other intangible assets consist of one-time loan and deposit fair value adjustments. These
fair value adjustments are amortized on a straight-line basis with remaining lives up to 4
years.

Premises, Equipment and Depreciation

Land is carried at cost. Premises and equipment are stated at cost, less accumulated
depreciation. Depreciation is provided for in amounts sufficient to relate the cost of
depreciable assets to operations over their estimated service lives on a straight-line basis,
which range from three to thirty-nine years.

Foreclosed Real Estate

Foreclosed real estate is held for sale and carried at the lower of cost or fair value less
estimated costs to sell and an allowance for losses. Troubled loans are transferred to
foreclosed real estate upon completion of formal foreclosure proceedings.

Costs relating to development and improvement of foreclosed real estate are capitalized,
whereas costs relating to holding property are expensed. The portion of interest costs relating
to development of real estate is capitalized.

Valuations are periodically performed by management, and an allowance for losses is
- established through a charge to operations if the carrying value of a property exceeds its fair
value, less estimated costs to sell.

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales, when control over the assets has been
surrendered. Control over transferred assets is deemed to be surrendered when: (1) the assets
have been isolated from the Company, (2) the transferee obtains the right (free of conditions
that constrain it from taking advantage of that right) to pledge or exchange the transferred
assets, and (3) the Company does not maintain effective control over the transferred assets
through an agreement to repurchase them before their maturity.

Income Taxes

Deferred income taxes are recognized for estimated future tax effects attributable to temporary
differences between income tax and financial reporting purposes and carry forwards.
Valuation allowances are established when necessary to reduce the deferred tax asset to the
amount expected to be realized. Deferred tax assets and liabilities are reflected at currently
enacted income ftax rates applicable to the period in which the deferred tax assets or
liabilities are expected to be realized or settled. As changes in tax laws or rates are enacted,
deferred tax assets and liabilities are adjusted accordingly through the provision for
income taxes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Stock Compensation Plons

Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for Stock-
Based Compensation,” as superceded by SFAS 148, “Accounting for Stock Based
Compensation — Transition and Disclosure,” encourages all entities to adopt a fair value
based methed of accounting for employee stock compensation plans, whereby
compensation cost is measured at the grant date based on the value of the award and is
recognized over the service pericd, which is usually the vesting period. However, it also
allows an entity to continue to measure compensation cost for those plans using the
intrinsic value based method of accounting prescribed by Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees,” whereby compensation cost
is the excess, if any, of the quoted market price of the stock at the grant date over the
amount an employee or a director must pay to acquire the stock. Stock options issued
under the Company’s stock option plan have no intrinsic value at the grant date, and under
Opinion No. 25 no compensation cost is recognized for them. Under the Company’s stock
opticn plan, compensation cost is recognized to the extent that the quoted market price of
the stock on the date of grant exceeds the amount that the employee is required te pay.

As discussed above, the Company applies APB 25 and related interpretations in
accounting for the Plan. Accordingly, no compensation cost has been recognized for the
stock option plan. Had compensation cost for the Company’s stock option plan been
determined based on the fair value at the grant date for awards under the Plan consistent
with the method prescribed by SFAS No. 123 as superceded by SFAS 148, the Company’s
net income and earnings per share would have been reduced by the compensation cost net
of taxes to the pro forma amounts indicated below:

Years Ended December 31,
2002 2001 2000

Net income:

As reported $ 1,706,000 $ 1,047,000 § 907,000

Pro forma 1,364,000 746,000 836,000
Compensation cost, net of taxes $ 342,000 $ 301,000 $ 71,000
Basic earnings per share:

As reported $ 142  § 112§ 1.23

Pro forma 1.13 0.80 1.13
Diluted earnings per share:

As reported $ 1.41 $ 1.11 $ .16

Pro forma 1.12 0.79 1.07
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Stock Compensation Plans (continued)

The fair value of each option granted is estimated on the date of grant using the Black-
Scholes option-pricing model, with the following weighted assumptions used for option
grants in 2002 and 2001; no dividend yield; expected volatility of 20.08% and 16.89% in
2002 and 2001 respectively; risk-free interest rates of 4.05% and 5.17% for 2002 and 2001
respectively, and expected lives of ten years for both years. There were no options granted
during 2000. The compensation cost for the year 2000 represents compensation cost
associated with options granted prior to 2000.

Employee Stock Ownership Plan (“ESOP”)

Compensation expense is recognized based on cash contributions paid or committed to be
paid to the ESOP. All shares held by the ESOP are deemed outstanding for purposes of
earnings per share calculations. Dividends declared on alil shares held by the ESOP are
charged to retained earnings.

Earnings Per Share

Basic earnings per share represent income available to common stockholders divided by
the weighted-average number of commen shares outstanding during the period. Diluted
earnings per share reflect additional common shares that would have been outstanding if
dilutive potential common shares had been issued, as well as any adjustment to income
that would result from the assumed issuance. Potential common shares that may be issued
by the Company relate solely to outstanding stock options and are determined using the
treasury stock method.

The weighted average number of shares used in the computation of basic earnings per
share was 1,201,887 for 2002, 935,602 for 2001 and 737,388 for 2000. The weighted
average number of shares used in the computation of diluted earnings per share was
1,213,182 for 2002, 946,737 for 2001 and 784,226 for 2000.

Statement of Cash Flows

For the purposes of reporting cash flows, cash and cash equivalents include cash on hand,
amounts due from banks, and federal funds sold.

Comprehensive Income

Accounting principles generally require that recognized revenue, expenses, gains and
losses be included in net income. Although certain changes in assets and liabilities, such
as unrealized gains and losses on available for sale securities, are reported as a separate
component of the equity section of the balance sheet, such items, along with net income,
are components of comprehensive income.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The components of other comprehensive income are as follows:

2002 2001 2000

Unrealized holding gains on

available for sale securities $ 364000 § 273,000 § 282,000
Reclassification adjustment for gains

realized in income -- (16,000) (11,000)
Net unrealized gains 364,000 257,000 271,000
Tax effect (153.000) (103.000) (108.,000)
Net-of-tax amount $§ 211000 § 154000 § 163,000

Accounting Changes

The Company adopted Statement of Financial Accounting Standards (SFAS) No. 142,
“Goodwill and Other Intangible Assets,” effective January 1, 2002. Accordingly, goodwill
is no longer subject to amortization over its estimated useful life, but is subject to at least
an annual assessment for impairment by applying a fair value test. Additionally, under
SFAS No. 142, acquired intangible assets (such as core deposit intangibles) are separately
recognized if the benefit of the intangible asset is obtained through contractual or other
legal rights, or if the intangible asset can be sold, transferred, licensed, rented, or
exchanged and amortized over their useful life. Branch acquisition transactions were
outside the scope of SFAS No. 142 and accordingly, intangible assets related to such
transactions continue to amortize upon the adoption of SFAS No. 142. On October 31,
2002, the Company adopted SFAS No. 147, “Acquisitions of Certain Financial
Instituticns.”

This Statement amends (except for transactions between two or more mutual enterprises)
previous interpretive financial guidance on the purchase method of accounting to
acquisitions of financial institutions and requires the application of SFAS No. 141,
“Business Combinations” and SFAS No. 142 to branch acquisitions if such transactions
meet the definition of a business combination. This Statement amends SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets,” to include in its
scope, core deposit intangibles of financial institutions. Accordingly, such intangibles are
subject to a recoverability test based on undiscounted cash flows, and to impairment
recognition and measurement provisions that are required for cther long-lived assets that
are held and used. The adoption of SFAS Nos. 141, 142 and 147 did not have a material
impact on the Company’s consolidated financial statements.

In December 2001, the American Institute of Certified Public Accountants (“AICPA”)
issued Statement of Position 01-6, “Accounting by Certain Entities (Including Entities
with Trade Receivables) That Lend to or Finance the Activities of Others,” to reconcile
and conform the accounting and financial reporting provisions established by various
AICPA industry guides. This Statement is effective for annual and interim financial
statements issued for fiscal years beginning after December 15, 2001 and did not have a
material impact on the Company’s consolidated financial statements.
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Notel. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based
Compensation — Transition and Disclosure,” which provides for transition methods for
companies electing to record compensation expense associated with stock options, as well
as enhanced disclosures for companies which elect to retain the intrinsic value method of
accounting as prescribed by APB No. 25. The provisions of this statement are effective
for fiscal years ending after December 15, 2002. The adoption of this Statement did not
have a material impact on the consolidated financial statements.

Note 2. ACQUISITION OF PALOMAR COMMUNITY BANK

On August 17, 2001, the Company acquired Palomar Community Bank from Community West
Bancshares for $10,500,000 in cash. The total purchase price was allocated as follows:

Cash and cash equivalents

Investment securities

Net loans

Equipment and leasehold improvements
Other assets

Goodwill

Intangible asset

Deposits

Other liabilities

Closing costs

$ 25,966,000
3,447,000
44,764,000
241,000
336,000
4,180,000
68,000
(67,191,000)
(1,123,000)
(188.000)

10,50

In accordance with SFAS 142, the goodwill in connection with this transaction has been recorded but is
not being amortized. The intangible asset represents a core deposit premium and is being amortized over
the average life of the corresponding deposits using the straight-line method.

Note 3. INVESTMENT SECURITIES

The following is a comparison of amortized cost and fair value of investment securities at December 31,

2002 and 2001:

Available for sale:
Mortgage-backed securities
Obligations of states and

local governments
Marketable equity securities
U.S. Treasury Obligations

2002
Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
$ 27,152,000 $ 423,000 $ -- $ 27,575,000
4,357,000 134,000 -- 4,491,000
487,000 -- -- 487,000
256.000 13,000 -- 269,000
2,252 $ 570,000 $ .. $ 32822000
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Note 3. INVESTMENT SECURITIES (Continued)

Available for sale:
Mortgage-backed securities
Obligations of states and

local governments
Marketable equity securities
U.S. Treasury Obligations

2001
Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
$ 28,436,000 $ 271,600 § -- $ 28,707,000
4,624,000 3,600 71,000 4,556,000
487,000 -- -- 487,000
260,000 4.000 - - 264,000
$_ 33,807,000 $ 278000 § 71,000 $ 34.014,000

The amortized cost and fair value of investment securities available for sale at December 31, 2002, by
contractual maturity, are shown below. Expected maturities for mortgage-backed securities may differ
from contractual maturities because borrowers may have the right to call or retire obligations with or

without call or prepayment penalties.

Due within one year
Due after one year
Due after five years
Due after ten years

Marketable equity securities
Mortgage-backed securities

$

Amortized
Cost

4,613,000
487,000
27,152,000

$ 32,252,000

265,000
1,511,000
2,004,000

833.000

Fair
Value

$ 266,000
1,568,000
2,084,000

842.060

4,760,000

487,000
27,575,000

32,822,000

As of December 31, 2002 and 2001, U.S. Treasury Obligations and mortgage-backed securities with
amortized cost of $5,557,000 and $2,570,000 and fair values of $5,818,000 and $2,637,000, respectively,
were pledged as collateral as required or permitted by law.
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Note 4. LOANS

The composition of the Company’s loan portfolio at December 31, 2002 and 2001 is as follows:

2002 2001
Real estate loans

Construction and development $ 53,246,000 $ 37,950,000

Mortgage loans 44,272,000 49,127,000
Commercial loans 38,049,000 30,581,000
Automobile loans 1,574,000 ' 2,399,000
Indirect loans 9,000 583,000
Equity loans 4,953,000 4,759,000
Consumer and other loans 1,351,000 2.161.000

Total loans 143,454,000 127,560,000
Less unearned income (570,000) (405,000)
Less allowance for loan losses (1.772.000) (1.460.000)

Net loans S 141,112,000 125 000

Changes in the allowance for loan losses are summarized as follows:
2002 2001 2000

Balance as of January 1 $ 1,460,000 $ 868,000 § 581,000
Allowance for loan losses,

Palomar Community Bank -- 603,000 --
Provision charged to expense 477,000 411,000 630,000
Loans charged off (194,000) (306,000) (363,000)
Reclassification for off-balance sheet

commitments .- (129,000) --
Recoveries of loans previously charged-off 29,000 13,000 20,000
Balance as of December 31 $_ 1772000 § 1460000 §__ 868,000

Loans serviced for others are not included in the accompanying statements of condition. The unpaid
principal balances of loans serviced for others were $14,928,000 and $30,509,000 at December 31, 2002
and 2001, respectively.

The balance of capitalized loan servicing rights included in other assets was $119,000 and $121,000 at
December 31, 2002 and 2001, respectively.
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Note 4. LOANS (Continued)

The following table is a summary of information pertaining to impaired loans as of December 31, 2002
and 2001:

2002 2001

Non-accrual loans $ 364,000 3 241,000

Total impaired loans h 394,000 3 241,000

Interest income that would have been

recorded on non-accrual loans 3 30,000 by 26,000
Allowance for loan losses on impaired loans b 85,000 3 45,000

Note 5. PREMISES, EQUIPMENT AND ACCUMULATED DEPRECIATION

Premises, equipment and accumulated depreciation at December 31, 2002 and 2001 consist of the

following:
2002 2001
Land $ 132,000 3 132,000
Building 1,116,000 1,105,000
Equipment, furniture and fixtures 3,627,000 3,557,000
Construction in progress 59,000 58.000
4,534,000 4,852,000
Less accumulated depreciation 2,308,000 2,205.000

2,626,000 2,647,000

Total depreciation expense amounted to $658,000, $521,000 and $324,000 for the years ended December
31, 2002, 2001 and 2000, respectively.
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Note 5. PREMISES, EQUIPMENT AND ACCUMULATED DEPRECIATION {Continued)

The Company leases space for branch and loan premises. The Company also subleases a portion of the
building in which the Palomar branch is located. Pursuant fo the terms of the noncancelable operating
lease agreements in effect at December 31, 2002, future minimum rent commitments under these leases
are as follows:

Operating Sublease Net Lease

Lease Expense Income Expense
2003 b 558,570 $ 71,940 & 486,630
2004 603,762 35,970 567,792
2005 608,317 -- 608,317
2006 447,120 -- 447,120
2007 168,736 -- 168,736
Beyond 2007 37,884 - 37.884
$ 2424389 § 107910 § 2316479

Total rent expense for the years ended December 31, 2002, 2001 and 2000 amounted to $491,000,
$303,000 and 342,000, respectively.

Note 6. DEPOSITS

A summary of time deposits by maturity at December 31, 2002 and 2001 is as follows:

2002 2001
Within 1 year $ 58,513,000 $ 59,371,000
After 1 year through 3 years 1,762,000 3,486,000
After 3 years through 5 years 2,299,000 486,000
After 5 years 57.000 -

2 00 3,343,000

Note 7. LONG-TERM DEBT

The Company had a seven year $2,000,000 unsecured note payable to United Security Bank at an interest
rate of prime plus 1.125%. The terms of the note called for interest only payments though July 2003.
Principal and interest payments were to commence beginning August 2003. The note was paid off during
July 2002,

The Company also had a two year $2,000,000 note payable to United Security Bank at an interest rate of
prime plus 1.0%. The note was secured by the stock of Redlands Centennial Bank and Palomar
Community Bank, The terms of the note called for interest only payments though July 2003, at which
point all unpaid principal and accrued interest were due. The outstanding balance on the note at
December 31, 2001 was $1,500,000. The note was paid off during July 2002. :
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Note 8. ISSUANCE OF REDEEMABLE PREFERRED SECURITIES

On July 11, 2002, Centennial Capital Trust I, a newly formed Delaware statutory business trust and a
wholly-owned subsidiary of the Company (the “Trust”), issued an aggregate of $6,000,000 of
principal amount of Floating Rate TRUPS® (Capital Trust Pass-through Securities of the Trust) (the
“Trust Preferred Securities”). Salomon Smith Barney, Inc. acted as placement agent in connection
with the offering of the Trust Preferred Securities. The securities issued by the Trust are fully
guaranteed by the Company with respect to distributions and amounts payable upon liguidation,
redemption or repayment. The entire proceeds to the Trust from the sale of the Trust Preferred
Securities were used by the Trust in order to purchase $6,000,000 in principal amount of the Floating
Rate Junior Subordinated Deferrable Interest Debentures due 2032 issued by the Company (the
“Subordinated Debt Securities™).

The Subordinated Debt Securities bear a variable interest rate equal to LIBOR plus 3.65% (1.775% +
3.65% = 5.425% at December 31, 2002), with a maximum rate of 12.5% through the first call date in
July 2007. The Company used approximately $4 million of the approximately $5.8 million in net
proceeds it received from the Subordinated Debt Securities to retire existing long-tem debt. Total
broker and legal costs associated with the issuance of $191,500 will be amortized over a 10-year
period starting in July 2002.

Note 9. RELATED PARTY TRANSACTIONS
In the ordinary course of business, the Company has granted loans to certain directors, principal officers,
their immediate families, and affiliated companies in which they are principal stockholders. All loans
were made under terms which are consistent with the Company’s normal lending policies.

Aggregate related party loan transactions were as follows:

2002 2001
Balance as of January 1 $ 2,197,000 3 745,000
Net borrowings 464.000 | 1,452,000
Balance as of December 31 $ 2,661,000 § 2,197,000

Deposits from related parties held by the Company at December 31, 2002 and 2001 totaled $863,000
and $1,688,000, respectively.
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Note 18. STOCK OPTIONS

The Company has a combined incentive and nonqualified stock option plan, which authorizes the
issuance of stock options to full-time salaried employees and non-employee directors. The incentive
portion of the Plan is only available to employees of the Company, while the nonqualified portion is also

available to directors of the Company.

The Company’s Board of Directors is responsible for administrating the Plan. Option prices are
determined by the Company’s directors and must be equal to or greater than the prevailing market price of
the Company’s common stock at the time the option is granted. Options are vested at a rate of 20% a year
for five years and expire ten years from the date the options are granted. The maximum number of shares
reserved for issuance upon exercise of options under the Plan is 360,498 shares of the Company’s capital

stock. Options issued have an exercise price ranging from $5.08 to $21.00 per share.

The following is a summary of the Company’s stock option activity for 2002 and 2001:

2002
Weighted
Average
Exercise
: Shares Price
Options granted and outstanding
at beginning of year 173,030 $16.77
Stock dividend 7,853 --
Options granted 104,150 20.40
Options canceled (15,765) 18.15
Options exercised (1,045) 6.66
Options granted and outstanding
at end of year 268,223 $17.65
Options exercisable at year-end 57,437 $14.05
Weighted average fair value of
options granted during year $20.40
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Shares

123,306

154,580
(76,214)
(28.642)

173,030
26,453

Weighted
Average
Exercise

Price

$10.65

18.23
13.64
6.38
$16.77
$11.75

$18.23
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Note 10. STOCK CPTIONS (Continued)
Information pertaining to options outstanding at December 31, 2002 is as follows:

QOptions Qutstanding Options Exercisable
Weighted
Average Weighted Weighted
Remaining Average Average
Range of Number Contractual Exercise Number Exercise
Exercise Prices Outstanding Life Price Exercisable Price

$5.08 to $13.97 45,627 5.6 years $ 1225 33,748 $ 1176
$16.50 to $21.00 222,596 6.3 years § 18.76 ' 23,689 $ 1731

Cptions outstanding
at end of year 268,22 8.6 years $ 17.65 57,437 3 14.05

Note 11. INCOME TAXES

The components of the provision for income taxes at December 31 are as follows:

2002 200t 2000
Current tax provision:
Federal $ 747000 $ 175000 § 413,000
State 274.000 98.000 157.000
1,021,000 273,000 570.000
Deferred tax provision (benefit):
Federal (271,600) 250,000 (101,000)
State 52,000 52,000 3.000
(219.000) 302.000 (98,000}

$ 802000 § 575000 3 472,000

The reasons for the differences between the statutory federal income tax rate and the effective tax rates are
summarized as follows:

2002 2001 2000

Statutory tax rate 34.0% 34.0% 34.0%
Increase (decrease) resulting from:

State taxes, net of federal tax benefit 7.2 7.2 7.2

Change in valuation allowance -- -- 3.8

Municipal bond income 4.5) (3.5) (3.8)

Cash surrender value of life insurance (5.5 (2.3) 2.1)

Other, net 0.8 0.1 4.9)
Effective tax rates 32.0% 35.5% 34.2%
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Note 11. INCOME TAXES (Continued)

The tax effects of the temporary differences in income and expense items that give rise to deferred taxes
at December 31 are as follows:

2002 2001
Deferred tax assets:
Allowance for loan losses $ 477,000 $ 113,000
Employee benefit plans 79,000 51,000
Organizational costs 3,000 5,000
State income taxes 93.000 33,000
652,000 202,000
Deferred tax liabilities:
Net unrealized gain on investment
securities available for sale (227,000) (88,000)
Depreciation and amortization {110,000) {33.000)
(337.000) (121.000)
Net deferred tax asset 3 315,000 3 81,000

Note 12, COMMITMENTS AND CONTINGENCIES
Financigl Instraments with Off-Balance-Sheet Risk

The Company is a party to credit related financial instruments with off-balance sheet risk in
the normal course of business to meet the financing needs of its customers. These financial
instruments include commitments to extend credit, standby letters of credit and commercial
letters of credit. Such commitments involve, to varying degrees, elements of credit and
interest rate risk in excess of the amount recognized in the consolidated balance sheets.

The Company’s exposure to credit loss is represented by the contractual amount of these

commitments. The Company follows the same credit policies in making commitments as it
does for on-balance sheet instruments,
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Note 12. COMMITMENTS AND CONTINGENCIES (Continued)

Financial Instruments with Off-Balonce-Sheet Risk (continued)

As of December 31, 2002 and 2001, the following financial instruments were outstanding
whese contract amounts represent credit risk:

2002 2001

Unfunded commitments under lines of credit 8 67,545,000 $ 51,199,000
Commercial and standby letters of credit 130,000 394,000
Available credit card lines 1,424,000 1,311,000

3 69009000 §_ 52904000

Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Commitments generally have fixed
expiration dates or other termination clauses and may require payment of a fee. The
commitments for equity lines of credit may expire without being drawn upon. Therefore, the
total commitments amounts do not necessarily represent future cash requirements. The
amount of collateral obtained, if it is deemed necessary by the Bank, is based on
management’s credit evaluation of the customer.

Unfunded commitments under commercial lines of credit, revolving credit lines and overdraft
protection agreements, are commitments for possible future extensions of credit to existing
customers. These lines of credit are uncollateralized and usually do not contzin a specified
maturity date and may not be drawn upon to the total extent to which the Bank is comemitted.

Commercial and standby letters of credit are conditional commitments issued by the Bank to
guarantee the performance of a customer to a third party. Those letters of credit are primarily
issued to support public and private borrowing arrangements. Essentially all letters of credit
issued have expiration dates within one year. The credit risk involved in issuing letters of
credit is essentially the same as that involved in extending loan facilities to customers. The
Bank generally holds collateral supporting those commitments if deemed necessary.

Legal Proceedings
Roberts Litigation
Redlands Centennial Bank was a defendant in a civil action filed by a former
employee relating to employee matters. On July 10, 2002, the Company setiled this
lawsuit for $425,000, all of which has been expensed.

Other Litigation
Various legal claims also arise from time to time in the normal course of business,

which in the opinion of management, will have no material effect on the Company’s
financial statements.
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Note 12, COMMITMENTS AND CONTINGENCIES (Continued)
Employment Agreements and Special Termingtion Agreements

The Company has entered into employment agreements with several of its key officers. The
agreements provide for a specified minimum annual compensation and the continuation of
benefits currently received. However, employment under the agreements may be terminated
for cause, as defined, without incurring any continuing obligations. The agreements also
provide for the establishment of a salary continuation plan to provide benefits to various
executive officers at the age of retirement. (See Note 15)

All of the employment agreements contain special termination clauses which provide for
certain lump sum severance payments within a specified period following a “change in
control,” as defined in the agreements.

Note 13. EMPLOYEE BENEFIT PLANS
401(k) Pian

The Company has a 401(k) savings and retirement plan that includes substantially all
employees. The employees attain vesting in the Company’s contribution over six years.
Employees may contribute up to 15% of their compensation, subject fo certain limits based on
federal tax laws. Under the terms of the Plan, the Company may make matching contributions
at the discretion of the Board of Directors. Contributions to the Plan by the Company
amounted to $92,000, $56,000 and $43,000 for the years ended December 31, 2002, 2001 and
2000, respectively.

Employee Stock Ownership Plan

The Company has established an employee stock ownership plan covering substantially all
employees of the Company. An employee becomes eligible to participate in the Plan upon
employment with the Company and becomes fully vested after five years of service.
Contributions to the Plan, whether in cash or securities, are made at the discretion of the
Company’s Board of Directors in an amount not to exceed the maximum allowable as an
income tax deduction. The Company contributed $100,000 to the plan for the year ended
December 31, 2000. No confributions to the Plan were made during the years ended
December 31, 2002 or 2001.

Note 14. CONCENTRATION OF CREDIT RISK

The Company services customers in Redlands, Escondido, North Orange County and surrounding
communities and has no concentration of deposits with any one particular customer or industry. At
December 31, 2002 and 2001, the Company had approximately $11,177,000 and $15,329,000,
respectively, of Federal funds sold, interest-bearing deposits and noninterest-bearing deposits with its
correspondent banks and one other financial institution. At December 31, 2002 and 2001, approximately
68% and 56%, respectively of the Company’s loan portfolio consisted of construction and real estate
loans.
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Note 15. SALARY CONTINUATION PLANS

The Company has established salary continuation plans, which provide for payments to certain officers at
the age of retirement. The Company also had a retirement continuation plan for its directors. During
May 2001, the retirement continuation plan for the directors was cancelled and the directors were each
paid a settlement equal to the cash surrender value at that time. Included in other liabilities at December
31, 2002 and 2001, respectively, is $191,000 and $135,000 of deferred compensation related to the
continuation plans. The plans are funded through life insurance policies that generate a cash surrender
value to fund the future benefits.

Note 16. STOCKHOLDERS’ EQUITY

Minimum Regulatory Regquirements

The Company (on a consolidated basis) and its subsidiaries are subject to various
regulatory capital requirements administered by the federal banking agencies. Failure to
meet minimum capital requirements can initiate certain mandatory and possibly additional
discretionary actions by regulators that, if undertaken, could have a direct material effect
on. the Company’s and its subsidiaries financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, the Company and
its subsidiaries must meet specific capital guidelines that involve quantitative measures of
Redlands’ and Palomar’s assets, liabilities and certain off-balance-sheet items as
calculated under regulatory accounting practices. The capital amounts and classifications
are also subject to qualitative Judgments by the regulators about components, risk
weighting, and other factors.

Quantitative measures established by the regulations to ensure capital adequacy require the

* Company and it’s subsidiaries to maintain minimum amounts and ratios (set forth in the
following table) of total and Tier 1 capital (as defined in the regulations) to risk-weighted
assets (as defined) and of Tier 1 capital (as defined) to average assets (as defined).
Management believes, as of December 31, 2002 and 2001, that the Company and its
subsidiaries met all capital adequacy requirements to which it is subject.

As of December 31, 2002, the most recent notification from the Federal Deposit Insurance
Corporation categorized Redlands as well capitalized under the regulatory framework for
prompt corrective action. To be categorized as well capitalized, a2 bank must maintain
minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in the
following table. There are no conditions or events since the notification that management
believes have changed Redlands’ or the Company’s category.
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Note 16. STOCKHOLDERS’ EQUITY (Continued)
Minimum Regulatory Requirements (continued)

The Company’s and the Bank’s actual capital amounts and ratios as of December 31, 2002
and 2001 are as follows:

Minimum
To Be Well
Minimum Capitalized Under
Capital Prompt Corrective
Actual Requirement Action Provisions
Amount  Ratio Amount Ratio Amount  Ratio
As of December 31, 2002:
Total capital to risk-weighted assets:
Consolidated $20,561,000 13.27%  $12,394,000 8.00%  $15,492,000 10.00%

Redlands Centennial 18,289,000 11.84% 12,362,000 8.00% 15,452,000  10.00%

Tier 1 capital to risk-weighted assets:
Consolidated 16,845,000 10.87% 6,197,000  4.00% 9,295,000  6.00%
Redlands Centennial 16,356,000 10.58% 6,181,000  4.00% 9,271,000  6.00%

Tier 1 capital to average assets:
Consolidated 16,845,000 8.28% 8,142,000 4.00% 10,177,000 5.00%
Redlands Centennial 16,356,000 8.09% 8,087,000 4.00% 10,108,000 5.00%

As of December 31, 2001
Total capital to risk-weighted assets:
Consolidated $14,546,000 11.07% $10,509,000 8.00% $13,136,000 10.00%

Redlands Centennial 8,508,000 10.04% 6,778,000 8.00% 8,473,000 10.00%
Palomar Community 7,311,000 15.19% 3,850,000 8.00% 4,813,000 10.00%

Tier 1 capital to risk-weighted assets:

Consolidated 10,904,000 8.30% 5,255,000 4.00% 7,882,000 6.00%
Redlands Centennial 7,540,000 8.90% 3,389,000 4.00% 5,084,000 6.00%
Palomar Community 6,709,000 13.94% 1,925,000 4.00% 2,888,000 6.00%

Tier 1 capital to average assets:
Consolidated 10,904,000  5.69% 7,669,000  4.00% 9,587,000  5.00%
Redlands Centennial 7,540,000  7.09% 4,255,000  4.00% 5,318,000  5.00%
Palomar Community 6,709,000 8.32% 3,227,000  4.00% 4,034,000  5.00%

Note 17. RESTRICTIONS ON DIVIDENDS, LOANS AND ADVANCES

Federal and state banking regulations place certain restrictions on dividends paid and loans or
advances made by the Bank to the Company. The total amount of dividends, which may be paid at
any date, is generally limited to the retained earnings of the Bank, and loans or advances are limited to
25% of the Bank’s primary capital plus the allowance for loan losses on a secured basis and 15% on
an unsecured basis.
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Note 17. RESTRICTIONS ON DIVIDENDS, LOANS AND ADVANCES (Continued)

In addition, dividends paid by the bank to the Company would be prohibited if the effect thereof would
cause the bank’s capital to be reduced below applicable minimum capital requirements.

Note 18. DIVIDENDS PATD

The Company paid a cash dividend of $.05 per share in 2001 and $0.05 per share during January and
August 2000.

During 2002, the Board of Directors approved a 5% stock dividend, which resulted in the issuance of
57,032 shares. There were no stock dividends during 2001. The Company issued a 5% stock dividend in
January 2000, resulting in the issuance of 33,645 shares.

Note 19. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY

Following is the parent company only financial information for Centennial First Financial Services:

STATEMENTS OF CONDITION
December 31, 2002 and 2001

ASSETS 2002 2001
Cash $ 1,836,000 3 50,000
Investment in subsidiaries 21,115,000 18,632,000
Other assets 439,000 90,000

Total assets 23,390,0 18,772,000

LIABILITIES AND STOCKHOLDERS’ EQUITY
Long-term debt $ -- $ 3,500,000
Borrowings from subsidiary trust 6,006,000 --
Other liabilities 191,000 --

6,197,000 3,500,000

Stockholders’ equity

Common stock 4,810,000 4,578,000
Additional paid-in-capital 9,103,000 8,386,000
Retained earnings 2,957,000 2,196,000
Accumulated other comprehensive income 323,000 112,000
Total stockholders’ equity 17,193,000 15,272,000
Total liabilities and stockholders’ equity $ 23390000 $ 18772000
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Note 19. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY {Continued)

STATEMENTS OF EARNINGS

Years Ended December 31, 2002, 2001 and 2000

Dividend received from Redlands

Interest income on capital securities
of subsidiary trust

Interest expense

Other expense

Income (loss) before equity in
undistributed net income of
subsidiaries

Tax benefit

Equity in undistributed net income
of subsidiaries

Net income

STATEMENTS OF CASH FLOWS
Years Ended December 31, 2002, 2001 and 2000

OPERATING ACTIVITEES

Net income

Adjustment to reconcile net income
to net cash provided by (used in)
operating activities:
Equity in undistributed income of

subsidiaries

Amortization
Decrease (increase) in other assets
Increase in other liabilities

Net cash provided by (used in)
operating activities

2002 2001 2000
$ -- $ 125,000 788,000
3,000 -- .-

164,000 79,000 .-
477,000 224,000 127.000
(638,000) (178,000) 661,000
259.000 118.000 51.000
(379,000) (60,000) 712,000
2,085,000 1,107,000 195,000

$ 1,706,000 $ 1,047,000 907,000

2002 2001 2000

$  1,706000 $ 1,047,000 907,000
(2,085,000) (1,107,000) (195,000)
1,000 -- .-
(256,000) 16,000 (78,000)
191,000 .- --
(443.000) (44.000) 634,000
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Nete 19. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY (Continued)

STATEMENTS OF CASH FLOWS (Continued)
Years Ended December 31, 2002, 2001 and 2000

- 2002 2001
INVESTING ACTIVITIES
Acquistion of Palomar Community Bank -- $ (10,688,000)
Legal costs associated with investment
in subsidiary trust (12,000) --
Advance to subsidiary trust (83.,000) --
Net cash used in investing activities (95.000) {10.688.000)
FINANCING ACTIVITIES
Proceeds from long-term debt : 5,820,000 4,000,000 --
Repayment of long-term debt (3,500,000) (500,000) --
Proceeds from issuance of
common stock -- 7,053,000 --
Cash dividends paid -- (35,000) (67,000)
Cash dividends paid in lieu of '
fractional shares (3,000) -- (4,000)
Payments to acquire common stock and :
stock options -- -- (651,000)
Proceeds from exercise of stock options 7.000 183,000 166,000
Net cash provided by (used in)
financing activities 2,324,000 10,701,000 (556.000)
Net increase in cash and cash equivalents 1,786,000 (31,000) 78,000
Cash and cash equivalents, beginning of year 50.000 81,000 3.000
Cash and cash equivalents, end of year $__ 1836000 § 50,000 § 81,000

Nete 20. FEDERAL HOME LOAN BANK LINE OF CREDIT

Redlands is a member of the Federal Home Loan Bank of San Francisco (FHLB). Redlands has an available line of
credit with the FHLB at an interest rate, which is determined daily. Borrowings under the line are limited to eligible
collateral. All borrowings from the FHLB are secured by a blanket lien on qualified collateral. There were no
outstanding advances at December 31, 2002 and 2001.

Note 21. SALE OF INVESTMENT IN BANCDATA SOLUTIONS, INC.

During April 2000, Redlands sold its investment in Bancdata Solutions, Inc., its data processing center. The gain
from the sale amounted to $906,000.
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Note 22. FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” requires disclosures of estimated
fair values of all financial instruments where it is practicable to estimate such values. In cases where
quoted market prices are not available, fair values are based upon estimates using present value or other
valuation techniques. Those techniques are significantly affected by the assumptions used, including the
discount rate and estimates of future cash flows. Accordingly, the derived fair value estimates cannot be
substantiated by comparison to independent markets and, in many cases, could not be realized in
immediate settlement of the instrument. SFAS No. 107 excludes certain financial instruments and all
nonfinancial instruments from its disclosure requirements. Accordingly, the aggregate fair value amounts
presented do not represent the underlying value of the Corporation.

The following methods and assumptions were used by the Company is estimating fair value disclosures
for financial instruments:

Cash and Cash Equivalents — The carrying amounts of cash and short-term instruments
approximate fair values.

Interest-Bearing Deposits in Financial Institutions — The carrying amounts of interest-
bearing deposits, which mature within ninety days, approximate their fair values.

Investment Securities — Fair values for securities, excluding Federal Home Loan Bank
stock, are based on quoted market prices. The carrying value of Federal Home Loan Bank
stock approximates fair value based on the redemption provisions of the Federal Home
Loan Bank.

Leans Held for Sale — Fair values of loans held for sale are based on commitménts on
hand from investors or prevailing market prices.

Loans — For variable-rate loans that reprice frequently and with no significant change in
credit risk, fair values are based on cairying values. Fair values for certain mortgage loans
(e.g., one-to-four family residential), credit card loans, and other consumer loans are based
on quoted market prices of similar loans sold in conjunction with securitization
transactions, adjusted for differences in loan characteristics. Fair values for other loans
(e.g., commercial real estate and investment property mortgage loans, commercial and
industrial loans) are estimated using discounted cash flow analyses, using interest rates
currently being offered for loans with similar terms to borrowers of similar credit quality.
Fair values for non- performing loans are estimated using discounted cash flow analyses or
underlying collateral values, where applicable.

Accrued Interest Receivable — The carrying amounts of accrued interest receivable
approximate fair value.

Cash Surrender Value of Life Insurance — The carrying amounts of life insurance
approximate fair value.
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Note 22. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

Deposits — The fair values disclosed for demand deposits (e.g., interest and non-interest
checking, passbook savings, and certain types of money market accounts) are, by
definition, equal to the amount payable on demand at the reporting date (i.e., their carrying
amounts). The carrying amounts of variable-rate, fixed-term money market accounts and
certificates of deposit approximate their fair values at the reporting date. Fair values for
fixed-rate certificates of deposit are estimated using a discounted cash flow calculation that
applies interest rates currently being offered on certificates to a schedule of aggregated
expected monthly maturities on time deposits.

Long-Term Debt — The fair values of the Company’s long-term debt is estimated using
discounted cash flow analyses based on the Company’s current incremental borrowing
rates for similar types of borrowing arrangements.

Accrued Interest Payable — The carrying amounts of accrued interest payable approximate
fair value.

Off-Balance-Sheet Instruments — Fair values for off-balance-sheet, credit-related
financial instruments are based on fees currently charged to enter intc similar agreements,
taking into account the remaining terms of the agreements and the counterparties’ credit
standing. The carrying amount ¢f commitments to extend credit approximates fair value.

The estimated fair value and related carrying or noticnal amounts of the Company’s financial
instruments are as follows:
December 31,

2002 2001
Carrying Fair Carrying Fair
Amount Value Amount Value

Financial assets:
Cash and cash equivalents $14,020,000 $14,020,000 $17,543,000 $ 17,543,000
Interest bearing deposits

in financial institutions 5,151,000 5,494,000 5,954,000 5,933,000
Investment securities, available for sale 32,822,000 32,822,000 34,014,000 34,014,000
Federal Home Loan Bank stock 329,000 329,000 396,000 396,000
Loans, net 141,112,000 141,641,000 125,695,000 143,249,000
Accrued interest receivable 673,000 673,000 932,000 932,000
Cash surrender value of life insurance 5,926,000 5,926,000 3,213,000 3,213,000

Financial liabilities:
Deposits 183,188,000 185,553,000 174,328,000 179,824,000
Accrued interest payable 264,00C 264,000 223,000 223,000
Long-term debt -- -- 3,500,000 3,500,000
Redeemable preferred securities of
subsidiary trust holding solely junior
subordinated debentures 6,000,000 6,000,000 -- --
Off-balance sheet credit related to
financial instruments:
Commitments tc extend credit $69,099,000 $69,099,000 $52,904,000 § 52,904,000
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Note 22. FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)

The fair value estimates presented herein are based on pertinent information available to management as of
December 31, 2002 and 2001. Although management is not aware of any factors that would significantly affect
the estimated fair value amounts, such amounts have not been comprehensively revalued for purposes of these
financial statements since those dates, and therefore, current estimates of fair value may differ significantly from
the amounts presented herein.
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ITEM 8. CHANGES [N AND DISAGREEMENTS WITH ACCOUNTANTS AND FINANCIAL
DISCLOSURE

Not applicable

PART III
ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AND CONTROL PERSONS
ITEM 10. EXECUTIVE COMPENSATION

ITEM 11. SECURITY OWNERSHI? OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by Items 9-12 listed above is contained in 1% Centennial Bancorp’s definitive Proxy
Statement for 1* Centennial Bancorp’s 2003 Annual Meeting of Shareholders which 1* Centennial Bancorp intends to
file with the SEC within 120 days after the close of 1% Centennial Bancorp’s 2002 fiscal year in accordance with SEC
Regulation 14A under the Securities Exchange Act of 1934. Such information is incorporated herein by this reference.




ITEM 13. EXHIBITS AND REPORTS ON FOQRM 8-K

(a)

Exhibits
Exhibit Number

3.1

32

33

34

10.1

10.2

10.3

104

10.5

10.6

Description of Exhibits

Articles of Incorporation of Centennial First Financial
Services. (Incorporated by reference from Exhibit to the
Company’s Registration Statement on Form $-4 filed on
October 20, 1999.)

Amendment to Articles of Incorporation of Centennial
First Financial Services filed May 5, 2000 (Incorporated
by reference to Exhibit to Company’s Form 10-QSB for
the quarter ended June 30, 2002.)

Amendment to Articles of Incorporation of Centennial
First Financial Services filed February 18, 2003
(Incorporated by reference to Exhibit to Company’s Form
SB-2 filed on March 13, 2003.

Restated By-Laws of Centennial First Financial Services
{Incorporated by reference from Exhibit to the Company’s
Form 10-QSB for the quarter ended June 30, 2002.)

Brea Branch Lease, dated September 20, 2000
(Incorporated by reference from Exhibit to the Company’s
Registration Statement on Form SB-2 filed on March 21,
2001.)

Form of Indemnification Agreement (Incorporated by
reference from Exhibit to the Company’s Registration
Statement on Form SB-2 filed on March 21, 2001.)

Employment Agreement of Richard Sanbomn, dated
December 1, 2000 (Incorporated by reference from
Exhibit to the Company’s Form 10-KSB for the fiscal year
ended December 31, 2001.)

Salary Continuation plan of Timothy P. Walbridge, dated
August 1, 2001 (Incorporated by reference from Exhibit to
the Company’s Form 10-KSB for the fiscal year ended
December 31, 2001.)

Salary Continuation plan for Beth Sanders, dated October
1, 2001 (Incorporated by reference from Exhibit to the
Company’s Form 10-KSB for the fiscal year ended
December 31, 2001.)

Salary Continuation plan of Richard Sanborn, dated
October 1, 2001 (Incorporated by reference from Exhibit
to the Company’s Form 10-KSB for the fiscal year ended
December 31, 2001.)
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10.12

10.13

10.14

10.15

10.16

10.17

10.18

Employment Agreement of Timothy P. Walbridge, dated
December 1, 2001 (Incorporated by reference from
Exhibit to the Company’s Form 10-KSB for the fiscal year
ended December 31, 2001.)

Employment Agreement of Beth Sanders, dated December
1, 2001 (Incorporated by reference from Exhibit to the
Company’s Form 10-KSB for the fiscal year ended
December 31, 2001.)

Amendment to Salary Continuation plan of Timothy P.
Walbridge, dated December 1, 2001 (Incorporated by
reference from Exhibit to the Company’s Form 10-KSB
for the fiscal year ended December 31, 2001.)

Amendment to Salary Continuation plan of Richard
Sanborn, dated December 1, 2001 (Incorporated by
reference from Exhibit to the Company’s Form 10-KSB
for the fiscal year ended December 31, 2001.)

Redlands Centennial Bank Employee Stock Ownership
Plan, dated February 1, 2000 (Incorporated by reference
from Exhibit to Form 10-QSB for the fiscal quarter ended
March 31, 2000.)

Centennial First Financial Services 2001 Stock Option
Plan, as Amended, dated February 20, 2002 (Incorporated
by reference from Exhibit to Form 10-QSB for the fiscal
quarter ended September 30, 2002.)

Palomar Community Bank lease dated April 15, 1987
(Incorporated by reference from Exhibit to Form 10-QSB
for the fiscal quarter ended March 31, 2002.)

Indenture for Trust Preferred Securities dated July 11,
2002 (Incorporated by reference from Exhibit to Form 10-
QSB for the fiscal quarter ended September 30, 2002.)

Amended and Restated Declaration of Trust for trust
preferred securities dated July 11, 2002 {Incorporated by
reference from Exhibit to Form 10-QSB for the fiscal
quarter ended September 30, 2602.)

Guarantee Agreement for Trust Preferred Securities dated
July 11, 2002 (Incorporated by reference from Exhibit to
Form 10-QSB for the fiscal quarter ended September 30,
2002.)

Salary Continuation Agreement of Suzanne Dondanville,
dated December 17, 2002, filed as exhibit to Form SB-2
dated March 13, 2003.

Salary Continuation Agreement of Clifford Schoonover,
dated December 17, 2002, filed as exhibit to Form SB-2
dated March 13, 2003. '
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10.19 Salary Continuation Agreement of John Drake, dated
August 1, 2002, filed as exhibit to Form SB-2 dated March
13, 2003.

10.20 Amendment to construction department lease dated
August 28, 2002, filed as exhibit to Form SB-2 dated
March 13, 2003.

10.21 Commercial Lending Group Lease, dated December 23,
2002, filed as exhibit to Form SB-2 dated March 13, 2003.

10.22 Palm Desert Branch lease, dated November 13, 2002

10.23 Amendment to Escondido Branch lease, dated June 6,
2001.

11.1 Computation of Earnings Per Share (included in Note 1 to
audited financial statements included herein)

21.1 Subsidiaries of 1% Centennial Bancorp

23.1 Consent of Hutchinson & Bloodgood, LLP

99.1 Certification of Periodic Financial Report

b) Reports on Form 8-K

1st Centennial Bancorp filed no reports on form 8-K during the fourth quarter of 2002.

ITEM 14. CONTROLS AND PROCEDURES
(a) Evaluation of Disclosure Controls and Procedures

1st Centennial's Chief Executive Officer and its Chief Financial Officer, after evaluating the effectiveness of 1st
Centennial's disclosure controls and procedures (as defined in Exchange Act Rules 13a-14(c) and 15-d-14(c) as of a
date within 90 days of the filing date of this annual report (the "Evaluation Date") have concluded that as of the
Evaluation Date, 1st Centennial's disclosure controls and procedures were adequate and effective to ensure that
material information relating to st Centennial and its consolidated subsidiaries would be made known to them by
others within those entities, particularly during the period in which this annual report was being prepared.

Disclosure controls and procedures are designed to ensure that information required to be disclosed by us in the
reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported, within the
time periods specified in the Securities and Exchange Commission's rules and forms. Disclosure controls and
procedures include, without limitation, controls and procedures designed to ensure that information required to be
disclosed by us in the reports that we file under the Exchange Act is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely
decisions regarding required disclosure.

(b) Changes in Internal Controls
There were no significant changes in 1st Centennial's internal controls or in other factors that could significantly

affect 1st Centennial's internal controls subsequent to the Evaluation Date, nor any significant deficiencies or
material weaknesses in such controls requiring corrective actions. As a result, no corrective actions were taken.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on the
12* day of March, 2003.

/s/ Timothy P. Walbridge
Timothy P. Walbridge
President and Chief Executive Officer

/s/ Beth Sanders

Beth Sanders

Executive Vice President and
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities indicated on the 12® day of March,
2003.

/s/ James R. Appleton /s/ William A. McCalmon

James R. Appleton William A. McCalmon

Director Director

/s/ Bruce J. Bartells /s/ Patrick J. Mever

Bruce J. Bartells Patrick J. Meyer

Director Chairman of the Board

/s/ Carole H. Beswick /s/ Richard M. Sanborn

Carole H. Beswick Richard M. Sanbom

Director Branch Administrator and Director
s/ Irving M. Feldkamp /s/ Timothy P. Walbridge

Irving M. Feldkamp Timothy P. Walbridge

Director President, Chief Executive Officer

and Director

s/ Larry Jacinto /s/ Stanley C. Weisser
Larry Jacinto Stanley C. Weisser
Director Director

/s/ Ronald J. Jeffrey /s/ Douglas F. Welebir
Romnald J. Jeffrey Douglas F. Welebir
Director Director
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Certification of Chief Financial Officer

1, Beth Sanders, certify that:
1. I have reviewed this annual report on Form 10-KSB of 1st Centennial Bancorp;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in thls annual report;

4. The registrant's other certifying officers and [ are responsible for establishing and .maintaim'ng disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we
have:

a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared,

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the "Evaluation Date"); and

¢) presentéd in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant's ability to record, process, summarize and report financial data and have
identified for the registrant's auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether or not there
were significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

Date: March 12, 2003

/s/ Beth Sanders
Beth Sanders
Executive Vice President/Chief Financial Officer
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Certification of Chief Executive Officer

I, Timothy P. Walbridge, certify that:
1. T have reviewed this annual report on Form 10-KSB of st Centennial Bancorp;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we
have:

‘a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure contrels and procedures as of a date
within 90 days prior to the filing date of this annual report (the "Evaluation Date"); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant's ability to record, process, summarize and report financial data and have
identified for the registrant's auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether or not there
were significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

Date: March 12, 2003

/s/ Timothy P. Walbridge
Timothy P. Walbridge
President and Chief Executive Officer
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